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INTRODUCTION 

There have been many occasions during the comparatively 
recent liistory of this country when the nation has had to 
face conditions of seemingly impenetrable gloom in her 
industty and trade. Likewise there have been numerous 
occasions on whigh our monetary and banking pohcy has 
been the subject of widespread and prolonged controversy. 
But it is likely that the conditions of depression now prevail- 
ing, and the monetary controversy now so much in evidence, 
are far more acute than they have ever been previously. 

The depression is more severe than any of its predecessors 
because of the unprecedented amount of capital and the 
xmprecedented number of workers which are unfortunately 
involved. And the controversy surrounding monetary and 
banking pohcy is for this reason, if for no other, at least as 
acute as it has ever been before. Now, as in the past, that 
policy has been widely blamed for the nation’s ills ; and nov^ 
as in. the past, the main burden of complaint is that industry 
and employment have suffered and are suffering as a direct 
result of our system of currency and credit control. 

The truth, though only too few realise it, is that the nation 
is now faced with an economic upheaval as radical as the 
Industrial Revolution of the early nineteenth century. Its 
effects are aheady being felt in the workshop and in the 
board-room, in the cottage and in the mansion. Hence, its 
problems cannot but form the subject of daily inquiry and 
constant discussion. 

My aim in this survey is to present a comprehensive 
account of the controversy and to attempt to throw some 


T 



^ ^ INTRODUCTION 

i:-'; ; problem whicli i? nnque.'tionribIy of the most vital 
bmp ;:\-.nce to the nation and to the individual. With this 
object. I have qtiofed extensive!}- from the e.xpressed views 
of rer-^rmisod leaders of thought in business, in politics and 
in academic spheres. I t-enture to hope that by so doing 
I shall have made this tvork of interest and use not only to 
those who, hatnng the interests of this great country at lieart, 
v.'ish to acquaint themselves with the measure of her present 
difficultie.s, but also to those whose business it ma}? be in 
the future to open a way out of the existing impasse. 


S. E. T. 
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BRITISH BANKS AND THE 
FINANCE OF INDUSTRY 

CHAPTER I 

ASPECTS OF THE PROBLEM 

The years 1929 Rnd 1930 'will be memorable in the history of 
banking and finance in this country for the attention focused 
on the relation between our banking and monetary policy 
and the unprecedented conditions of depression which have 
prevailed since the post-War boom of 1920 in our leading 
industries. The effects of the depression have necessarily 
permeated throughout every branch of economic activity, 
but they have been especially marked in the five basic 
groups, coal, iron and steel, cotton, wool, and agriculture. 

Coal, Iron and Steel, Cotton and Wool. 

An examination of the present economic position of the 
first four of these industries shows that they all possess 
certain features in common and that each is faced with much 
the same fundamental difficulties. All are old-established 
industries strongly imbued with an individuahst tradition," 
and organised according to the characteristic form of nine- 
teenth-century manufacture into a large number of com- 
paratively small units. All of them work largely for export, 
and all have suffered severely as a result of the contraction 
of overseas markets for their products — a contraction which 
had already set in before the Great War, but which has been 
rapidly and distressingly accentuated since. Each of these 
industries, too, employs a large amount of fixed plant in the 
form of specialised machinery whose efficiency standard has 
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seemingly not kept pace with that set by the rapidly advanc- 
ing industries of other leading countries. Then, all of these 
“ staple trades,” as the}^ are sometimes called, have been 
sadly hit by reason of the fact that, having been rapidly 
expanded to meet the artificial conditions of the post-War 
boom, they found themselves during the succeeding years 
of depression with a producing capacity greatly in excess of 
market requirements. 

Finally, each of these industries has suffered, in greater or 
less degree, in consequence of the development by other 
countries of their own sources of supply. To a great extent 
we have been hoist with our own petard. Machinery sup- 
plied by the British manufacturer has been used to' produce 
goods which have ousted him from his former markets ; our 
hard-won , experience and our great teclmical discoveries 
have been placed at the world’s disposal, and British manu- 
factured goods, no longer enjoying their early monopoly, 
have had to compete with the products of large and flourish- 
ing industries in Europe and in America. 

Up to the outbrealc of the Great War, a number of factors 
— and especially the expansion of world trade induced by 
the upward trend of gold prices in the decade before 1914 — 
brought to this country a steady, though gradual, increase 
in prosperity. But then came the War, utterly demoralising 
that world trade on which Britain is so vitall}'- dependent, 
and hastening that revolutionary change which had already 
begun. For economic and strategic purposes, belligerent 
nations were forced to re-organise their existing industries 
on nationalist lines, and to develop new industries in the 
interests of self-su^ficienc 5 ^ Markets in which we were once 
supreme gradually slipped from our grasp, and nations which 
at one time looked to us for supplies successfully challenged 
our products on their o\vn home ground. So we find that, 
although the world is to-day buying more manufactured 
goods than it ever did in pre-War days,^ yet, in terms of 
1913 price-levels. Great Britain’s share of the world export 
trade fell from I3’9 per cent, in 1913 to ii'4 per cent, in 


^ In 1928 the Economic Organisation of the League of Nations estimated 
the volume of world trade to be 20 per cent, more than the pre-War figure. 
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1927 and to approximately ii-o per cent, in 1928, ^ while 
the quantum of British export trade in 1929 was only 82 per 
cent, of its level in 1913. Whereas in 1913 the United 
States’ export of manufactures was httle more than half that 
of Great Britain, in 1928 the value of exports from the United 
States exceeded the value from this country. In certain 
markets, especially in South America and the Far East, 
American competition has led to a complete reversal of the 
position as between our country and the United States, and 
the rivalry is even yet far from ended. France, since the 
War, ,has nearly doubled the pre-War value of her export 
trade, Japan has. increased her figures by about 75 per cent., 
and vigorous progress has been made also by the small 
industrial countries—Belgium, Sweden and Czecho-Slovakia. 
Only within the British Empire does British trade show real 
improvement on the pre-War positioil. In 1911-13 the 
Empire countries absorbed, on av’^erage, 36'! per cent, of the 
total exports from this country; in 1927—28 this figure had 
risen to 45-7 per cent., 2 an improvement which is happily 
being maintained. 

The effect of this competition from overseas has been 
accentuated by violent competition in the home market 
induced by the existence of excess productive capacity due 
to the multiplicity of relatively small concerns. This, com- 
bined with the anxiety to meet heavy prior charges in the 
form of interest on debentures and bank loans, has neces- 
sarily exerted an almost irresistible pressure" towards the 
definitely disastrous practice of " weak selling,” with its evil 
consequences on both the finances and future life of the 
individual units. 

Apart from such general factors, a number of special 
factors have operated to the disadvantage of the respecti-\^e 
mdustries. The coal-mining industiy has been paralysed 
by the disastrous effects of labour disputes and strikes. 
The^ shipbuilding section of the iron and steel industry 
received a severe blow from the cessation of armament con- 
stniction throughout the world. The cotton industiy has 

p Dependence of British Industry upon Empire Markets," 

' ^ Ibid., p. 8. ‘ I 
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sustained one blow after another : loss of its markets in the 
Far East as a result of the thorough disorganisation of trade 
during the Great War, currency difficulties, tariff barriers, 
political unrest in India and civil war in China. The woollen 
industry has suffered likewise, its difficulties having been 
accentuated by the suicidal labour dispute which has been 
dragging on for months since the spring of 1930. 

Agriculture. 

Agriculture, once our leading industry, has not only 
suffered severely as a result of the prevailing depression, but 
has also been detrimentally affected by a number of special 
factors. The peculiar position of this great industry is 
examined in Chapter VII, and at this point we may merely 
observe that the crisis therein is such as to occasion the most 
widespread concern both to those who are immediately 
affected and to the nation at large. 

The Slowing-up of Production. 

So far as our manufacturing and coal-mining industries 
are concerned, the general result of the conditions indicated 
is that quite a number of plants and factories have had to 
be closed down, whilst many others have had to work 
organised short time. Concerns which for years held a 
leading place in the world’s industrial markets, and whose 
names have long been household words in this country, have 
been kept going largely by the efforts of creditors, and 
especially of the banks, which in many cases have had to 
face the realisation that the break-up value of the under- 
takings was unlikely to meet even their secured claims. 
Naturally, the collapse of these leading industries has 
seriously affected most other branches of our economic life, 
and scarcely any trade, occupation or industry can be said 
to be free from the adverse effects of a greatly diminished 
demand for its products and services. 

The truth of this statement may be tested by reference to 
the following figures of the Board of Trade Indexes of Pro- 
duction in the United Kingdom for a number of leading 
industries. 
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Index of Production in the United Kingdom. 
(1928-30 : 1924 = 100.) 


Group. 

June 

Qrtr., 

1930. 

March 

Qrtr., 

1930. 

June 

Qrtr., 

1929. 

Year 

1929. 

Year 

1928. 

1. Mines end quarries . 

2. Iron and steel and manu- 

factures thereof . 

3. Non-feirous metals . 

4. Engineoring and shipbuild- 

ing . 

5. Textiles. 

6. Chemica, and allied trades 

7. Paper and printing . 

8. Leather and boots and 

shoes . . , 

9* Food, driak, and tobacco . 
10. Gas and dectricity , 

87-4 

95-5 

123- 7 

124- 3 

I 78-4 

104-9 

(a) 

104-5 

104-9 

(a) 

102*0 

113*8 

105*7 

125*5 

1 92*4 

104*9 

(a) 

io 8*5 

96*9 

(a) 

92*6 

117*8 

128*7 

124*7 
! 99-8 

114*6 
(a) 

100*7 

109*0 

(a) 

96*8 

114*0 

120*5 

121*0 

1 98*5 

115*8 

(a) 

98*5 

io6*o 

135*8 

S9-2 

102*3 

119*3 

113*1 

99*9 

i;io*3 

(a) 

102*0 

101*9 

126*0 

Total of manifacturing indus- 
tries (2-10) 1 

107-5 

113*2 

ii 6*9 

115*5 

109*4 

Total of all gr«ups (i-io) ^ 


110*9 

112*0 

111*8 

105*5 


1 Including also various industries not specified above, 
(a) Inform^ion incomplete. 


It will be observed that the estimated total production of 
all the speeded groups for the quarter ended June, 1930, 
showed a de:rease of 8*6 per cent, on the figure for the 
corresponding period of 1929, although in the latter year the 
increase on tie figures Tor 1928 had given rise to the hope 
that industry in this country was on the road towards 
recovery. 


Ihe Burden of Unemployment. 

In no directon are the consequences of the depression 
more sadly evilenced than in the unprecedented burden of 
unemployment which the nation has had to bear for some 
years past. U] to the time of writing (October, 1930), the 
number of peojie unemployed has shown signs of persistent 
increase rather than of abatement. For years past over a 
million workers have been unable to find employment and 
have had to be upported on the dole,'^ and we approa'ch 
the winter of 19)0 with the number of unemployed already 
well over the tw» million mark. i 
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Unhappily, the sorry tale of depression and unemployment 
covers practically the whole of industry, and though it is 
most marked in the basic trades already mentioned, a most 
significant s5nnptom of the malady is that it. is in no sense 
localised or delimited. It affects both productive and 
distributive trades, both sheltered and unsheltered groups, 
and many thousands of “ black-coated " workers is well as 
the lower grades of labour. It is clear, therefore that the 
nation is faced with a vital economic reaction from which no 
one group or section of the community can isolate itself, and 
the very magnitude of the problem makes its solulion all the 

more difficult. I 

( 

I 

The Immobility of Labour. / 

The hardships have been accentuated so far as the workers 
are concerned because it has been found almosi impossible 
to transfer them from the depressed industries' ind areas to 
more prosperous trades. Labour in this country apparently 
suffers from " incurable immobility,” which peniits a serious 
shortage of workers in certain industries to coexist with 
widespread unemployment in others. This position has 
not been assisted, to say the least, by the pohey of organised 
labour in maintaining that a displaced worker nust be found 
new work in the trade to which he has been brought up, and 
that, if such work is not immediately available then he must 
be supported at the expense of the community until suitable 
work is found for him, or, alternatively, untl he is trained 
for another job. The acceptance of this idet underlies our 
existing scheme of unemployment insurance but it is now 
recognised that the matter is one which cainot be allowed 
to rest at that stage. The problem of thi immobility of 
labour, so much accentuated by that minute specialisation 
which is a feature of the modern industrial ystem, must be 
faced and sj'’stematicaUy tackled, and alreat^, "with Govern- 
ment assistance, workers are being moved rom one part of 
the country to another, and are being trainid.in new trades 
where there is a greater demand for labc^r. Unhappily, 
the problem has, been rendered the more^ difficult by the 
marked falling off in emigration during ricent years, with 
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the result that many workers who would normally have 
gone al:sroad have been thrown on an already saturated 
labour markets 

International Aspect of the Depression. 

Wtiile the position in this country is, for a variety of special 
reasons, rather worse than it is in any other leading country, 
some degree of consolation is to be found in the fact — stressed 
by Mr. Philip Snowden at the 1930 Annual Dinner of the 
British Bankers^ Association — ^that the present conditions 
of depression are by no means confined to Great Britain. 
On the contrary, the}^ are only too obviously international in 
cliaracter. and other leading countries, after a period of 
prosperity more prolonged than ours, are now undergoing a 
similar ordeal. This is borne out by the following figures of 
industrial production in four leading countries, from which 
it will be seen that, although the years 1927—29 showed a 
fair rate of improvement on the years 1924-26, the slowing 
dovm of industrial activit]^ was especially marked during 
the latter months of 1929 and the first half of 1930. 

In Germany especially, industrial activity has fallen to a 
very low ebb — the index of production showing a drop of 
over 16 per cent, between June, 1929, and June, 1930, as 
compared with a drop of only 8 per cent, for the United 
Kingdom during the same period. Moreover, unemploy- 
ment in that country is even more marked than it is here, 
showing an increase of over a million in the summer of 1930 
as compared with the summer of 1929. In Belgium and 
Italy conditions are far from satisfactory, while France, in 
spite of temporary advantages resulting from the excessive 
devaluation of her currencj^ is also entering upon a dovm- 
ward movement in industrial production. In May, 1930, it 
was reported that in Japan, during. the preceding month of 
April, 935 factories had been closed in Tokyo alone. Even 
the United States, with its enormous wealth and post-War 

^ In the House of Commons on 25th March, 1929. Sir Arthur Steel- 
Maitland (the then Minister of Labour) stated that the two chief causes of 
unemployment were the falling off in emigration, w^hich had thrown 300,000 
to 400,000 extra workpeople on to the labour market, and the decline in 
our foreign trade, which was responsible for 700,000 or 800,000. 
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development, has several millions ^ unemployed, and condi- 
tions there show small promise of early improvement. 

Yearly Indexes of Production for Four Leading Countries. 


(192^-29 : 192S = 100.) 


Year. 

Germany. 

( 6 ) 

U.S.A. 

w 

France. 

U.K. 

1924 

69*0 

85-6 

85-8 

94-8 

1925 

83-2 

93-7 

85'0 

— 

1926 

78-9 

97*3 

99*2 

— 

1927 

100*1 

95-5 

86-6 

ior-2 

1928 


100*0 

100*0 

100 

1929 


io6'3 

109-4 

105-9 

Monthly Indexes of Production for Four Leading Countries. 


(1929 and 1930 : 1928 = 

=T 100.) 



(a) 

( 6 ) 


(‘0 

Monfh. 

Germany. 

U.S.A. 

France. 

U.K, 





(quarterly). 

1929- 





June 

log-S 

1 1 4-4 

III-O 

IoG-2 

July 

104-7 

III -7 

109-4 


Aug. 

103-3 

iio-S 

109-4 


Sept, 

loi-S 

109-0 

108-7 

104-9 

Oct. 

101-4 

105*4 

III-O 


ISTov. 

101-4 

95*5 

112*6 


Dec, 

96-0 

89-2 

113*4 

107-9 

1930— 





Jan. 

94-8 

93-7 

113*4 


Feb. 

92-9 

96-4 

112-6 


March 

92-5 

93*7 

113*4 

I05-I 

April 

91-5 

95*5 

113*4 


May 

90*8 

93*7 

113*4 


June 

85-7 

90*1 

113-4 

98-0 

July- 

84-5 

S5-6 

III-O 



(a) Index of Institiit fur Konjunkturforschung. 

(b) Federal Reserve Board Index. 

(f) Statistique Gen6rale Index. 

(rf) Board of Trade Index. 

The extent of the collapse in world commercial activity 
during 1930 niky be judged also from the following indexes 
of the values of exports for a number of important countries 
during the period 1927-30.2 

i-u ^ TT figures are available as to the number of unemployed in 

the United States, and estimates vary from four millions upwards to over 
six-and-a~half millions. 

From the Financial News, “ Comparative Exports," 23.7,30. 
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IvDi,>:':s OF Values of Exports of Seven Leading Countries. 
Monthly Averages (1927 = 100.) 


1 

United 1 
KiD^doia. 

United 

States. 



Belgium. 

Italy. 

Denmark. 

i 

£ni. 

$ m. 

nks.m. 

Fxs.m. 

Frs. m. 

Lire. m. 

Kr. m. 

1027 . ! 

loo 

100 

IOC j 

100 

100 , 

100 

100 

J925 , j 

102 

105*8 

II3’2 I 

93-7 

rio'i 

107*6 

103*1 

. j 

J02'S 

ioS-3 

I2S-7 i 

91-1 


104*6 

107*7 

1030 

(4 month':) 1 

• 8S'6 

r|0*i 

ii0’6 1 

85-2 

H 

go *5 

109*9 


From these indexes it will be obsen'^ed that the decline in 
the trade of the United Kingdom during the first four months 
of 1930 was greater than that of any country other than the 
United States (where conditions were affected by the Wall 
Street crash), but the figures bear out the contention that 
the depre-ssion is world-wide and that " Great Britain can 
no longer be regarded as a sick member of a healthy family : 
the whole family of nations is economically sick. . . ^ 

Clearly we have to recognise that, apart from the Great 
War and its aftermath, the present age is one of economic 
transition not only in Great Britain but also in the world as 
a whole. “ Such a period must inevitably give rise to many 
difficulties, and must be productive of internal stresses in a 
country whose industrial S5^stem is the oldest in the modem 
world. For good or iU, the world conditions under which 
that sj'stem reached its maturity are slowly but surely being 
modified. If this country is to maintain and enhance its 
standard of hving by continuing to play a leading role in 
the world’s trade, it must be prepared to move in conformity 
with world conditions. The first factor in the process of 
adaptation must be a frank recognition of conditions as they 
now exist ; the second, a conscientious endeavour to discover 
tlieir detailed implications; the third, the framing of a 
concrete policy by every industry to carry out whatever 
measures may be found to be necessary.” ® 

Is There a Common Cause? 

The conditions, as Mr. Snowden and others have suggested, 
seem to point to this, that there must be one common cause 

^ Westminsier Bank Review, July, 1930. 

^ Mr. H. C. Tennant, at the Westminster Bank Annual General Meeting, 
1930. 
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which is largely responsible for the conditions. But though 
a common cause may be at the root of the trouble, there is 
scarcely a vestige of common agreement as to what that cause 
is. One school of thought bluntly attributes tlie world's 
present economic distress to over-production — that remarkable 
state in which, as Gide says, man must be imagined to stand, 
vdthout appetite, before a multitude of good things. Another 
school, backed by equal authority and equally strong argu- 
ments, prefers to speak of under-consumption ^ wherebj?' is 
implied, not lack of appetite, but lack of purchasing power, 
traceable to one or some of a number of factors : faulty 
credit structure, unbalanced distribution of the product of 
industr}^, the high level of retail as compared with wholesale 
prices, and the uneconomic distribution of the world's gold 
stocks. . 

There certainly is evidence to support the arguments of 
tlie over-productionists. A Memorandum on Production 
and Trade published by the League of Nations in August, 
^930, showed that while in 1928 the population of the world 
was estimated to be only 10 per cent, greater than in 1913, 
the production of foodstuffs and raw materials had increased 
in the same period hy about 25 per cent. It cannot be 
contended that the general standard of living rose in the 
period concerned to the extent necessary to counteract the 
increase in production, while the fact has to be faced that 
during recent years there has been a vast accumulation of 
stocks of raw materials and a rapid fall in commoditj^ values. 

A^diichever of these views we adopt- — over-production or 
under-consumption — ^^ve are bound to acloiowledge that the 
effect has been a tragic collapse in wholesale prices, which, 
with the concomitant lag between wholesale and retail 
prices, is without doubt the cause of the world's present 
difficulties. Falling prices, of course, are not only detri- 
mental to the stabilit}^ of business conditions, but are also 
directly inimical to all fonns of productive and commercial 
activity. 

The question of the effect of the world-vade collapse in 
pnces during recent j^’ears is examined in our final chapter, 
but here we may obsen^e that the dechne in wholesale prices 
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in Lntain has been far more severe than in other countries. 

nnng for instance, as against a decline in world 

prices oi about 4 per cent., British wholesale prices fell by 
pci cent., i.e. by more than three times as much. Like- 
wise, the maximum fall of 8-8 per cent, for Great Britain 
during T929 compares unfapurably with the fall of 4-0 per 
com. m fte U.S.A. and of per cent, in Gennany Co^ 
currentl} with the universal fall in commodity prices there 
has been a marked business recession and a growth of unem- 
plojmient throughout _ the world, and, though Britain has 
sufiered severely, it, still remains to be seen whether she will 
ultimatei3' be any worse-off than other countries. So far 
it seems clear that the adverse effects of the price collapse 
have been accentuated in this countrj^ as is explained here- 
after, by the fact that wage rates, taxation and other items 
m costs have remained practically stationary, and in some 
cases have even increased. Indeed, taxation has become so 
obviously burdensome to industry, botli directly and in- 
directly, that measures have had to be taken by the Central 
Government to provide some degree of relief, as, for example 
by provisions for the de-rating of industry. ’ 


.Are our Banks to Blame? 

It IS scarcely to be wondered at that the cause or causes of 
the present industrial depression should have evoked a vast 
amount of speculation. But what is surprising is ihe extent 
to which blame has been attached to, and criticism directed 
against our general monetary policy, our financial organisa- 
tion and the business practice of our banks. 

Much of the criticism has undoubtedly been flavoured with 
pohtical bias, especially that section of it emanating from, 
bociahst or Communist circles, which regard our prosperous 
banking mdustry as the nucleus and essential basis of what 
IS, to them, a pernicious capitalist system. But in a different 
category is the highly influential and expert body of authority 
unquestionably above political or selfish motives, which has, 
zealously attacked our cherished banking traditions, and has 
nad some measure of satisfaction in seeing its criticisms lead 
to practical reforms, of no little importance. 
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Many of the points of contro\"er53' which have received 
publicitj^ during recent j'ears are now almost common 
knowledge. It is well known, for e.xample, that the Govern- 
ment issue of treasury notes with its inflationarj' conse- 
quences, and the dual control of our paper currency during 
the period 1914-28, have been blamed in manj' authoritative 
quarters for contributing largety to the nation’s post-War 
financial difficulties. These objections, it will be recalled, 
were met by the amalgamation of the tAvo note issues under 
the control of the Bank of England and b}' certain modifica- 
tions in the Bank of England’s system of note issue. 

Ckiticism of the Joint-Stock Banking Structure. 

In another, direction, the structure of our English banking 
S5^stem. has been roundty criticised on the ground that the 
continued process of amalgamation and the growth of giant 
institutions have brought in their train the haimful effects 
of monopolj' and of long-distance control of local banking 
business. There is an undisguised feeling that, as a result 
of the monopolistic powers which the joint-stock banks are 
popular!}^ supposed to exercise bj? virtue of their immense 
resources and wide ramifications, the}’’ must be gaining at 
the expense of the rest of the comni’unity ; and that monopoly 
profits have followed diminished competition. Criticism of 
the large banks on these grounds has been markedly emphatic 
in certain quarters, as witness the following tyj’jical state- 
ment. 1 " The carrying out of aU these intricate and involved 
operations has hitherto been the monopoly of the banks and 
their colleagues, the international financiers. And it wants 
little imagination to realise that the banks in controlling 
the enormous operations incidental to our Avorld-wide'inter- 
national trade, can and do wield an overwhelming and terrible 
control over our import and export trade operations.” 

In considering any such criticism, it has to be remembered 
that the banks make large profits, not so much because they 
make liigh profits per unit of capital employed, but rather 
because they utilise sums AA’hich are enormous in relation to 

^ From a Pamphlet issued by the League of the British Commonwealth, 
an organisation of which the Right Hon. J. R. Clynes, M.P., is President. 
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ilieir paic]-’:p capital. Indeed, the margin of profit on each 
individual banking transaction is almost insignificant as 
compared vdth the profit made upon industrial turnover. 
A bank lending Tioo for a year may make a net profit of 
something under 1 per cent., but, on a similar turnover, a 
manufacturer expects and often obtains a very much higher 
yield. 

Moreover, there is the point stressed by the Economist,'^ 
that " those who inveigh against ‘ the banks ’ are apt to fall 
into the mistake of confusing, under that title, clearing 
banks, issuing houses, discount dealers and operators in 
foreign exchange. Failing to recognise that, in this country, 
the business of each of these branches of ‘ finance ’ is pecu- 
liarly specialised, critics too often impute general blame 
for the alleged failure of one branch to perform efficiently 
another s functions. Much may be gained from probing 
current misconceptions and laying down in clear and 
intelligible language exactly what a banker can and cannot 
do.” 

One result of the criticism of the joint-stock banks is 
that amalgamation among the leading institutions is now 
practically vetoed by the Treasury, though the}'^ have by no 
means ceased in other ways to extend their influence and 
connections. 

The Coxtroversy assumes a New Phase. 

During 1928 the controversy assumed an entirely new 
phase. Now criticism was focused, not so much on matters 
of general credit and currency policy, as on the degree of 
practical financial assistance rendered by the banks towards 
the development and rehabilitation of industry in this 
country. 

This new aspect of the problem has been %videly debated. 
On the one side we have had a unmber of prominent 
industrialists, supported by members of the Government, 
and, indeed, of the whole legislature, declaring that British 
banks have lagged far behind those of other nations in the 
degree of financial assistance which they place at the disposal 
^ ^*The Bank Enquiry/^ iqtli October, 1929, 
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of industry, and, in particular, of those branches of industry 
which have had to re-organise themselves to meet the changed 
conditions consequent on the War, 

The actual criticism of the loaning policy of the banks 
has taken various forms, and there are at least half-a-dozen 
regular grounds of complaint. The}’ have been accused of 
catering for the financial needs of the exporter rather than 
for those of the industrialist; of the financier rather than 
of the trader and manufacturer ; of the speculator in stocks 
rather than of the legitimate trader in goods ; and of the 
large capitalist rather than of the small business man. 
They have been arraigned for seeking to maintain a favour- 
able balance on the nation's international account rather 
than endeavouring to assist production ; for appl}dng their 
resources to international purposes instead of to support the 
country's internal trade, and, as a consequence of their 
endeavour to keep their funds as liquid as possible, they have 
been blamed for refusing necessar}^ long-term finance for 
industrial purposes, while affording every facility to the 
short-term borrower. 

The body of criticism here referred to has widespread 
approval. In the words of jMr. R. Holland Martin, " Bank- 
ing plays so large a part to-day in the life history of the 
individual and of the State, that the conduct of it rightly 
draws the criticism of all who are interested in industry and 
in the public welfare.” ^ High and low, the most erudite 
and the least informed, have felt themselves free to discuss 
and to criticise the existing relations between finance and 
industr}'^. No writer, however mean, has considered the 
question beyond the reach of his pen ; no member of 
the legislature, however lacking in vision, has thought the 
rnatter beyond his loiowledge and abihty. Index'd, the 
history of the controversy has well illustrated the undeniable 
fact that attacks upon established constitutions gain in 
popular appeal in proportion as they substitute invective 
for argument. 

Our leading bankers have, of course, ranged themselves 
in almost solid formation to resist the onslaughts on their 
Presidential Address to the Institute of Bankers, 6*11.29. 
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traditions, and, quite reasonably, they point 
to tlic '.Vurld-udde respect for those traditions as a self- 
CA'idc-nt proof of the success of their methods and policy. 
In : tie following pages, some attempt is made to explain the 
gronndr on wliich British bankers seek to justify their 
general^ business policy and their attitude towards the 
demands of industry for additional capital. 


Criticism of our General Monetary Policy. 

The grounds on which the joint-stock banks are criticised 
are varied enough. “That the bankeris unpopular, not merely 
in Labour circles, but arnong the business community also, 
admits to-day of no dispute. In its way it is one of the most 
significant of the differences between 1914 and 1927, and 
deserves the closest attention." ^ 

But on one count the joint-stock banks are free from 
blame. The}'’ are, at an}' rate, innocent either of having 
forced deflation upon the community, thereby increasing 
unempIo}ment, or of ha’ving sacrificed the interests of 
industiy to those of the international financier " by restoring 
the gold standard. These aspects of national policy are 
beyond their control, and, though no doubt the majority of 
bankers approved of the re-estabhshment of the gold pound 
in 1925, the Government and the Bank of England alone 
were responsible for the decisive steps taken to secure this 
end. 

This matter of our general monetary policy has formed 
the subject of the most violent and extensive criticism, 
centred mainly on the Bank of England, which, despite its 
enormous powers, is stiU a private institution, subject to 
no direct Government interference, and maintaining an 
impenetrable reserve respecting its policy and its actions, 
xmal though they are in their influence on the whole economic 
life of the nation — ^price levels, employment, wages and 
profits and in their repercussive effects throughout the 
world. Yet “ not so very long ago it was considered almost 
sacrilege even to mention the Bank's name in the Press, 

°tober!iS?^ Commerce," 
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let alone criticise it, and while every detail of our fiscal policy 
is debated with the widest possible publicity, decisions of 
vital importance are reached as to our monetary policy with 
the complete exclusion of publicity.” ^ The pros and cons 
of this and other complaints against the Bank and against 
our general monetary policy are examined in the next 
chapter, 

1 " Views of Bankers on the Bank of England’s Policj'," Financial News. 
22.9.28. 



CHAPTER II 

OUR GENERAL MONETARY POLICY AND ITS CONTROL 

Both before and since Britain’s return to the gold standard 
in 1925, a vast amount has been ivritten and spoken in an 
attempt to demonstrate that the country’s industrial progress 
has been stifled by the precipitancy with which the Bank of 
England and the Government arranged the restoration of 
the gold basis of our currency. The burden of the complaint 
was, and still is, that in 1925, only seven years after the 
Armistice and only four years after the collapse of one of the 
most violent booms in history, the country was not economic- 
ally prepared for the sacrifice entailed by the deflation 
necessary to resume the gold standard on the pre-War basis. 

The Post-War Gold Standard Controversy. 

In the controversy to which the question gave rise, 
monetary opinion was widely separated into two opposing 
schools of thought, sometimes referred to as the Sound 
Cut } cncy School and Wi&Mcinctged Cwvcncy School respective^. ' 

The Sound Ciirrcncy School or London School. — In the first 
group were those who unhesitatingly accepted the recom-! 
mendations of the Cunliffe Committee of 1918. They urged i 
an early return to the full gold standard and immediate ' 
efforts to restore the doUar-sterling exchange to parity. ! 

Among the many convincing arguments of the Sound | 
Currency School, possibly the most important was the con- i 
tention that the gold standard had . been proved by long ' 
years of experience to be the best known means of regulating j 
fluctuations in prices and in the foreign exchanges, and that ■ 
a dependable standard, particularly for external purposes, is i 
of vital importance in the case of a country such as Great 1 
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Britain, whose very existence depends on large purchases 
of food and material abroad and on the sale of manufactured 
products to other nations,' 

There were other almost equally strong arguments. 
London’s international position is bound up with the gold 
standard, and her prestige demanded its restoration at the 
earliest possible moment after the War. The use of the 
sterling bill as an international exchange medium depends 
essentially on its convertibility into gold, and it could not 
have remained acceptable by the people of other countries 
if it had continued to represent a paper currency only. 
Moreover, in the years immediately following the Great War, 
amid the wreckage of depreciated currencies, people longed- 
for a solid monetary basis. In this country, particularly, 
there were many who felt that the currency conditions and 
the price-level which then prevailed were abnormal and that 
a return to pre-War conditions was both necessary and 
desirable, especially as there had always existed on the 
part of the British Public a strong feeling against the 
continued depreciation of our currency, so long renowned 
for its soundness and stability. 

As Mr. McKenna stated at the time, the psychological and 
moral aspects of the matter are of almost greater significance 
than the purely economic and financial considerations. 
“ For so long as nine people out of every ten in every country 
think the gold standard the best, it is the best." The gold 
standard implies an international measure of value which 
inspires that confidence in the future so vital to the existence 
and persistence of stable business conditions, while the fact 
had to be faced that the abandonment of the gold standard 
by Britain would have dealt a severe blow at South Africa, 
Australia and Canada, which together produce the major 
portion of the world's gold supply. 

The Managed C^wrency or Cambridge School . — ^This school 
of thought — ^led by Mr. J. M. Keynes, who has described the 
gold standard as a “ barbarous relic," accountable for m an y 
of the difficulties with which the nation has had to contend 
since the War — ^has expressed itself strongly opposed both 
to the methods taken by the Government to restore the gold 
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standard in 1925 and to the continuance of that standard in 
this country. 

According to this group of economists and prominent 
industrialists, the stability of 'internal prices is of greater 
importance than the stability of our exchange rates with 
other nations, since, they contend, our main object should be 
to remedy those fluctuations in prices which cause hardship 
in this country between debtor and creditor and between one 
class in the community and another. The gold standard, 
they maintain, has signally failed to ensure such stability, 
and its adoption tliroughout the world is undoubtedly one 
reason for the cyclical djepressions which have characterised 
modem civilisation. 

To remedy such defects,' the Managed Currency theorists 
have suggested that, in place of our having one commodity — 
gold — as the measure of value and standard of deferred pay- 
ments, we should substitute, instead a tabular standard of 
value, consisting of a group of representative commodities, 
the total value of which would be less likely to fluctuate over 
a period than that of a single commodity. Before the Great 
War such a system, sometimes described as an isometric 
standard, had been advocated by the American economist. 
Professor Irving Fisher, and it undoubtedly has many' 
theoretical attractions. 

The adoption of a managed standard, it is held, would 
ensure internal price steadiness, since it would involve the 
issue of an inconvertible currency whose value would be 
stabilised in terms of the group of selected commodities, 
and the circulation of which would be expanded or con- 
tracted by careful adjustment according to the needs of 
trade. Hence, within narrow limits, the paper pound would 
always purchase the same quantity of goods internally;' 
manufacturing costs and selling prices would be accurately 
determinable, and wage disputes would be reduced to a 
minimum. 

In this connection, Mr. Keynes has stated that the most ! 
important argument in favour of such a currency is “ that ' 
fluctuations of trade and employment are at the same time ! 
the greatest and most remediable of the economic diseases I 
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of modem society, that they are mainly diseases of our credit 
and banking s3*stenis, and that it will be easier to apply the 
remedies if we retain the control in our own hands/' Mn 
ICejaies and his associates claim that, b}?^ the institution of a 
managed currency, we should obviate the serious disturbance 
of indust rj^ and trade which must result from a seemingly 
haphazard method of credit restriction and expansion, with 
its consequent uncertainty as to the future course of com- 
modity prices, and that, having achieved the most important 
object of keeping sterling prices steady mthout reference to 
our gold reserves, we could utilise the latter, not to maintain 
the convertibilit}^ of our currency, but to regulate our gold 
exchanges with the U.S.A, and other countries when they 
were disturbed by temporarj^ or occasional causes. Finally, 
it is urged that since our return to gold our price-level has 
been entirely dependent upon that ruling in the United 
States, and that we should make every effort to free ourselves 
from a 3 oke which means, in effect, that any change in 
American monetary policy is reflected in this country, 
frequently to our serious disadvantage. 

Objections to a Managed Cureency/’ 

From a purely scientific standpoint the proposals for a 
managed currency are undoubted^ attractive, but a number 
of objections would need to be met before such a scheme 
could be put into practice, particularly in such a countrj^ as 
our o'wn. In the first place, the maintenance of internal 
price steadiness does not guarantee freedom from exchange 
fluctuations, and the achievement of an3^ degree of exchange 
stability woula appear to necessitate international agreement 
on rnonetary policy, a difficult matter at the best of times. 
Agam, the successful management '' of a currency on the 
lines suggested depends on the use of price index-numbers as 
a basis, but the compilation of index-numbers is still an art 
rather than a science, and it does not seem that sufficient 
advance has yet been made in this direction to justify the 
management of our currency on a basis known to be arbitrary 
and inexact. ^ In any case, it appears inevitable that any 
monetary policy thus dependent on arbitrary rules would be 
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subject to violent criticism, in view of the different interests 
which are necessarily affected by changes in the value of the 
currency. Another very pertinent objection is that it would 
be dilhcult, if not impossible, to ensure that a managed 
currency should be free from political interference, especially 
when the fortunes of the Government are, as at present, so 
intimately bound up with the success of its financial policy. 

In a country like England, so subject to foreign influences 
on her trade outlook, depression might easily arise that could 
■ not be cured by domestic monetary devices. ... [A cur- 
rency subject to State control] opens a door to interference 
by the House of Commons in a sphere in which its activities 
are far from desirable. The gold standard frees us from 
meddlmg with our money by pohticians, has worked right 
well m the past, and may do so again, whenever the politicians 
succeed in giving us peace and security and confidence and 
good-TOll.” 1 -- 

' The final objection— that external price stability is more 
important than internal price stability— is especially relevant 
in the case of a country, like Britain, with a large export 
trade. As Britain lives by buying and selling in foreign 
markets, it is imperative that her medium of foreign exchange 
should be as stable as possible, and, so far, no method other 
than strict adherence to the gold basis has been shown to be 
practicably capable of achieving this stabihty. 

Britain’s Return to Gold. i 

In spite of the theoretical attractions of a managed cur- 
rency and in spite of the suggested danger of our being bound 
to the United States by chains of gold, the Government was 
induced by the weight of opinion among our bankers and in ' 
the City generally to carry through its declared intention of 
restoring sterling to parity with the dollar and of effecting a 
speedy return to the essentials of the pre-War currency 
system. In his Budget speech of April, 1925, Mr. Churchill 
was able to announce that final steps had been taken to 
restore the free market fgr gold in London. i 

Our return to gold was an event of paramount importance' 

^ " Bankers and Credit,” by Hartley Withers. '' 
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iTiarking the end of a period of financial upheaval unparalleled 
in our histoiau The resumption of the gold standard be- 
tokened the return to that parity between sterling and gold 
which had existed for nearly one hundred years prior to the 
War. It meant the re-establishment of equalit\’ between 
the purchasing power of sterling and the purchasing power 
of gold — a fact which has endowed the British inonetar}'^ 
unit and British instruments of credit with a world-wide 
prestige. 

Viewed in the light of the experience of other countries 
during recent years, there can now be little doubt that, at 
the time of Britain’s return to gold in 1925, she was faced 
with only two alternatives : either at once to restore the gold 
standard on the pre-War basis, or to return to gold a!t a lower 
value of. the pound, i.e. to resort to dcvakiation. A good 
case could be, and has been, made out for each of these two 
alternatives. But of one thing there can be no question : 
either of the two courses open to the country was to be 
preferred to an}’’ prolongation of the uncertainty engendered 
by our continuance away from the gold basis or to the 
paralysing effects which must have followed any attempt 
to restore the pre-War parity by a further drawn-out process 
of deflation. 


Is THE Sacrifice Worth While? 

Once the restoration of the gold standard had become an 
established fact, its critics concentrated their attention on 
the question whether the continued maintenance of the gold 
standard by this countr}-, with its implications of having to 
protect our central gold reserve by high rates of discount, 
and having to secure stability of the foreign exchanges by 
manipulating the volume of credit and so disturbing the 
level of internal prices, is really worth the sacrifice it entails. 
The lessons of the last -few years have proved unmistakably 
that the maintenance of a free gold market in London, and 
the adherence to an " open-door ” policy in both trade 
and finance, necessarily imply extreme ^nlInerability. Any 
foreign nation or foreign indiwdual in need of gold in quantity 
naturally " tries London first,” and so it happens that the 
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Bank of England, as the holder of the nation’s ultimate gold 
reserve, is frequently subjected to a persistent drain from 
one, two or more foreign centres which makes its position, 
to say the least of it, highly uncomfortable. In such circum- 
stances the Bank has to adopt some means of checking the 
outflow, and it is then that it resorts to the device of increas- 
ing its rate of discount — the Bank rate — ^with a view to 
attracting funds to this country, decreasing our own export 
of funds abroad, and, by restriction of the volume of credit, 
raising both the internal and the external value of sterling. 

But, while it is acknowledged that the raising of the rate 
of discount is the most effective device available to the Bank 
in the present scheme'df things, it is urged that, in the long 
run, the cure is far worse than the disease. It is argued that 
changes in the ruling rates of interest are in themselves 
harmful by reason of the uncertainty which they engender, 
and also that the prevalence of high rates, imposed in order 
to safeguard the nation’s gold reserves against foreign drains, 
must have a depressing effect on industry by increasing the 
charges which producers have to pay for accommodation. 

These criticisms of our monetary policy have come from 
all directions and even from inside the great joint-stock 
banks. Mr. Reginald McKenna joined forces with certain 
prominent industrialists and leading economists, first, in 
ascribing our post-War industrial depression and unemplo}^- 
ment to the stringent credit policy pursued by the Bank of 
England and the Treasury, and, secondly, in demanding a 
reform of the structure and methods of our Central Bank. 

Criticism of the Bank of England’s Constitution. 

Particularly widespread has been the controversy sur- 
rounding the question of the power wielded by the Bank'pf 
England in relation to the nation’s economic position. The 
sphinx-like attitude of the Bank authorities on matters of 
vital importance has occasioned much dissatisfaction. “ One 
of the most striking anachronisms in the Bank’s procedure 
is that no accounts other than brief weekly statements are 
published. It would almost appear that the officials of the 
Bank like to work surrounded by an atmosphere of mystefjc 
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For our premier institution to follow such a practice of 
secrecy is in striking contrast rath its insistence on infonna- 

tion from other Central Banks. ^ -4.1 

The view of other experts on this point may be appreciated 
frdm the following paragraph extracted from the Report of 
the Liberal Industrial Inquiry, which, although inspired by 
a political group, was backed by such prominent economists 
as Mr. J. M. Keynes and Sir (then Mr.) Walter Layton. 
Commenting on the question here referred to, the Report 
states ; " 

“ In our opinion the Bank of England should give far greater 
publicity than at present to the principal monetarj' transactions 
for which it is responsible. The existing form of accounts 
which was drawn up over a centurj^ ago, is ^ 

for modem needs. For a proper understanding of the policy of 
the Bank, -detailed figures prepared in tlie light of contempora^ 
requirements are essential. In addition, we con^der that the 
Bank of England might well follovv the path blazed by the Federal 
Reserve Board and give general indications of its monetary md 
credit policy from time to time, of the objectives it is pursuing, 
and of the means by which it hopes to attam its end M e are 
convinced that such publicity, far from doing harm, would actually 
strengthen the position of the Bank and would give confidence 
and assurance to responsible financial and banlring authontie . 


The fact that the Bank of England is a private concern 
and that it maintains merely an undefined and apparently 
haphazard connection with the Treasury is another strong 
ground of objection. The Labour Party, in particular, has 
shown itself little disposed to tolerate a continuance of 
the existing arrangement. A statement on Banking and 
Currency Policy issued by this Party in 1929,^ proposed 
drastic action to deal with the matter by the reform of the 
Bank of England and contended that the Bank's directorate 
should be made responsible to the community, and not 
merely to individuals. To tliis end it suggested that control 
of the Bank should be placed in the hands of a public 


1 The Control and Reform of the Bank of England/* by Roy Hopkins 
(London General Press), 

= ” Britain's Industrial Future** (Benn, London, p. 4 ^ 7 )* , 1 

3 Tim form nf the Return has since been slightly altered by the rianlc 


after consultation with the Treasury. 
* ** Labour and the Nation,** p. 28. 
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corporation, to contain representatives of the Treasury, the 
Board of Trade, Industry, Labour and the Co-operative 
Movement.” 

The ” new model ” thus proposed by the Labour Party 
has scarcely won academic support, however, mainly because 
the plan promises interference with the functions of the 
Central Bank by interests open to political bias. Leading 
economists, with the possible exception of those in the Labour 
Party, and an important body of opinion in the City, are 
Inaown to be strongly opposed to any kind of political control 
over the Bank. At the same time, the tide of expert opinioti 
is now ob\dously runningjn favour of some degree of reform 
which will involve, not only greater publicity respecting the 
Bank’s financial position and policy, but also a greater degree 
of more positive contact between the Bank of England and 
the^ Government, through the Treasury, on all matters of 
national monetary importance. 

Currency and Credit Control. 

'Whilst it is not unhkely that reform will soon be made in 
the constitution of the Bank of England which should satisfy 
some, at least, of the criticisms, it will be much more difficult 
to meet the widespread demand for reform of the theoretical ■ 
basis and practical technique of our credit and currency 
system. 

"What we may call the “ modernist ” views on this matter 
have been expressed several times by Mr. Reginald McKenna, • 
who has earned a wide reputation for outspoken views on 
central banking functions and operation. Speaking in 
June, 1927, at a representative gathering of engineers and ' 
industrialists under the auspices of the British Engineers’ ' 
Association, Mr. McKenna reiterated a previous demand for 
an inquiry into these matters, and, referring to the fact that 
a number of countries had of late years reformed their central ' 
banking institutions, he said that this had been done under ' 
the compelling influence of a single idea — ^the necessity of i 
providing an elastic currency and more latitude in the use ' 
of gold reserves, with the effect of giving greater freedom to ! 
the Central Bank in the control of credit. Those countries, he i 
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said, had not co])icd ilic T 3 ank of Ifiigland, hut Jiad adop(r-d in 
principle the Federal Re.'On’e System of the United States, 
riiat .suggested that there was something for this country to 
learn, and .Air. AIcKenna c-upressed the opinion that the 
disa.strous consequences of the vast war-time inflation of our 
cuncnc} might have hcen avoided if the authorities had had 
a better understanding of the principles on which credit 
should he controlled. He stated that, in his view, the 
problem was one which was capable of mathematical 
demonstration, and, therefore, an inquiry must be of the 
greatest value, in that it would help to form public opinion 
and so assist the authorities to establish as good a system as 
■\vas exist enl cIscw]icro, 


ihus oi‘ THE Industrial Peace Coneekence. 

Ihe demand for reform of our Central Bank and of our 
system of monetary control has been echoed in the political 
camps and by industrial associations throughout the countn' 
In April, i(j 28 the Conference on Industrial Re-organisation 
and Relationships (othenvise knovm as the Industrial Peace 
Conference), comprising eminent industrialists, representa- 
Tn Federations and of the General Council 

of th^e Trades Union Congress, addressed a Memorandum to 
the Chancellor of the Exchequer c.xprcssing strong doubts on 
our then c.xistmg monetary arrangements, and suggesting 
lat our currency and banldng policy, as directed by the 
Treasup and the Bank of England, ought to be framed 
industn^ ^^af^Suard and further the special interests of 

1.- ^^lemorandum is noteworthy among documents of its 
und for the clanty with which it summarises the position as 
It apears to the worker and the industrialist. In arriving 
at Its conclupons the Conference had regard to the fact that 
modem large-scale industry is nearly ahvaj^s, at some stage, 

usJan?rem''-^°''/7'^'^‘ P^ducer of raw materials 

usualh requires to borrow on the security of his goods to 

rSe m "Tf despatch^and theif receipt 

y he manufacturer; the manufacturer must buy his raw 
materials and pay wages and other e.xpenses for some time, 
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perhaps a long time, before he receives pa}Tnent for the 
finished product. 

To both producer and manufacturer, therefore, two things 
are important : (ij the rate of interest charged for the money 
they borrow; and (2) the willingness of banks to lend them 
as much as they need and for as long as they need. As a 
rule, tliey find little difficulty in borrowing if they can 
provide good security, but at times they may find difficulty 
in obtaining the necessary loans — ^particularly when the 
banks are restricting credit. 

Since the rate of interest and the control of credit in this 
country are ultimately m the hands of the Bank of England, 
the Conference considered that it was of vital importance to 
those engaged in industry that the needs of industry should 
not be overlooked by the Bank in deciding on its credit 
policy. 

Without doubt, this Conference was influenced by Mr. 
McKenna’s argument that"no single one of the countries 
which had re-organised their banking institutions since the 
inauguration of the Federal Reserve System by the United 
States had copied the rigid pre-War British model, but that 
all had based their monetary arrangements on some modifica- 
tion of the rnore elastic American system, which had also- 
been the basis of the system unanimously imposed by the 
Allies on Germany under the Dawes scheme. 

Both the arguments and the conclusions of the Conference, 
dS expressed in the Memorandum,^ are typical of the views 
of the industrial and academid schools, and for that reason 
they may usefully be quoted in exienso : 


" I. Preamhle. 

{(i) Since industry and commerce in highly developed countries 
are necessarily dependent on the provision of credit facilities; 
financial policy has become a matter of the greatest importance 
to all those engaged in industry. 1 

(6) It is now generally recognised that under the automatic' 
apphcation of the gold standard customary before the War! 
ch^ges m the supply and value of gold played a highly important 
part m bringing about the long and short price movements and^ 

by Sir Alfred Mond (afterwards Lord Melchett) and' 

ftir. Jien lumcr (representing the General Council of the T.U.C.). 
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industrial fluctuations which seriously disturbed the even flow 
of our national development, and gave rise to grave social and 
industrial ills. 


(c) In view — 

(i) Of the fears expressed by experts as to the adequacy 
of the world’s gold supply in the near future and the prospect 
of a prolonged period of trade depression which this opens 

^^(ii) Of the urgent need that British industry should not be 
further hampered in its efforts towards recovery from the 

post-War depression ; , . , ^ . • 

(iii) Of the impending transfer of the Treasury note issue 
to the Bank of England and the legislation which may be 
expected to accompany that transfer ; ^ 

(iv) Of the conviction that it is impossible to restore 
prosperity to industry and trade, or to revive or maintain 
stability of trading conditions, unless the elasticity of cur- 
rency and credit is so arranged to meet the requirements of 
industry and commerce that industrial recovery will not be 
arrested by the lack of credit facilities, as soon as increased 
production becomes effective ; 

" 2. Resolution. 

We consider — 

(а) That under the special conditions in which the gold standard 
operates at the present time, we are not convinced that it is 
either practicable or desirable that the credit policy of the country 
should be determined more or less automatically by gold move- 
ments as in pre-War days. 

(б) That it is highly undesirable that the Bank of England 
should be so tied down by the provisions of a gold reserve law as 
to be unable fully and freely to co-operate in the plans adopted 
by this country and the rest of Europe at Genoa in 1922, for 
international co-operation in economising the use of gold, regu- 
lating its distribution, and preventing undue fluctuations in its 
value in terms of wealth. 

(0) That it is therefore essential to hold a full inquiiy into the 
best form of credit policy for this country before decisive steps 
are taken by the Government.” 


These findings quite frankly suggest that there are times 
when industry cannot but benefit from a reasonable expan- 
sion or inflation of credit, whereas, if the signatories to the 
Memorandum are to be believed, the policy of the Bank of 
England has for some years been deliberately deflationist, and 

^ The Memorandum was issued before the Currenc}^ and Bank Notes Act 
came into force in November, 1928. 
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so restrictive as to paralyse business incentive and industrial 
progress. 

Criticism by the British Electrical and Allied Manu- 
FACTURERS' ASSOCIATION. 

Of the many organisations which have not minced matters 
in their criticism of the Bank of England's policy, possibly 
the most prominent has been the British Electrical and Allied 
Manufacturers Association. In a Survey of the General 
Economic Position,^ this Association distinctly asserted that 
our general financial policy “ has been a very powerful 
factor interfering with^ihe normal growth of business, and 
has undoubtedly contributed to the state of depression which 
has ruled in this country, . . . The home market has been 
virtually ruined for the manufacturer through the unbroken 
regime of credit restriction which has persisted during nine 
years, and we can attribute*the lasting depression in industry 
to the policy initiated by the Bank of England in the autumn 
of 1920 and carried out with the support of the Governments 
in power without interruption until now. , . . The result 
of this campaign to reduce wholesale prices . . . has been 
to drive the basic industries practically into bankruptcy, 
while other industries have remained untouched.'' In the 
same article the Bank of England was accused of having 
made its policy " dependent on movements in the United 
States and of having made sterling entirely subordinate to 
the dollar to such effect that the industrial and economic 
position of the United States has more importance for the 
Bank of England than the industrial and economic position 
of Great Britain." ; 

A Political View-point. 

The strength of opinion in political circles on the question 
here discussed is indicated by the following resolution moved 
by Mr. J..S. Wardlaw Milne, M.P., at the Annual Conference 
of the National Union of Conservative and Unionist Associa- 
tions held at the Albert ^Hall in November, 1929 : | 

Association's Quarterly Trade Journal, December, 
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That in the opinion of tliis Conference tlie onlv reincdv for 
anclThiMr^"-*' ’1 Prosperit}- and extension of oir industries, 
a\ Sl-ihlP ‘fm" n ”P0=^ reasonal)le credit facilities being 

a^ ailablc /oi the development of existing undertakings and fo? 
assisting in the inauguration of new enterprises. This Confer- 

\ orking of the Bank Charter Act should include e.x.amination of 
the whole question of credit facilities, the effects of the return to 

lml°ha? influence which banking amalgamations 

^a^e had upon productive industo^ ^encrallv and mrtini] ulv 

available for the small industrialist. It also 

b?tl,ni r" 1° ?*ty for this inquiry to be conducted 

b} those actively engaged m productive industry as well as by 
those interested mainly in finance.’’ ^ 

It will be observed from the fomi of the resolution that, 
although it was already knoum in the country that a Com- 
mittee of Inquirjr into our banking structure and policy was 
m being, there was anxiet}! in case the Committee should be 
so influenced by the weight of banking opinion as to refrain 
from recommending any radical change in our monetary 
system. Jlr. Wardlaw iMilne, who was responsible for the 
resolution, has long been a strong opponent botli of the 
s ructure of the Bank of England and of the amalgamation 
movement in English banking, and his views are widely 
supported m the important political group with which he is 
associated. In a recent interview ^ he stated : 

that^lirRint^ru^ Commons in the last few years 

T ou ^ Charter Act of 1S44 required re-examinatiom and 
^ i pointed out that the present system of bankiiw in 

which the provision of credit is almost entirely in the hands^’of a 
u'nnr™! "'^^ose administration is centred in London 

^^0 best possible for the industries of the country’ 
nd certainly makes the initiation of new enterprises, particularly 
by the sma 1 capitalist, a very difficult matter. 

gJihly about the countr}'^ being on the gold 
doubtful whether any two authorfties 

or phries'^”^® standard means in identical words 

or pnrases. ... If it is true, as we are told, that the national 

cermTnl!''^^ declined m the last ten j^ears in terms of money, it is 

Sb rtJr ^ declined in terms of gold 

vith the result that the people to-day have probably only money 

^ comforts and neceLities of 

ten 3 ears ago. But the National Debt, on the other hand, has 

^ Reported in the Financial News, 2X. 11.29. 
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interest on this, omng to 
so callS h" "^“ssaiy under the present conditions of a 
Sau?e? If a huge drain upon the country’s 

the aSd intention to return to 

me gold standard, there was no necessity to return to a value 

Hp^-^ w 3. matter of convenience it may be 

s-ttlemintq°p^;d^“^^“ gold as the standard for international 

suitabTe blcit +u because it is the handiest and most 

suitable basis that an3^body has been able to suggest, but I see 

?he"SsE y thatstandard should be maintained as 

takp°nW?upy obligations, and of the transactions which 

take place between our own people and within our own borders. 

impossible to have active trade and industry unless that 
Sr Sf demands. It is not the 

tbJf fhi ?pa? ?’ We are told 

OTdr. "ini V/?" "^te I wis the necessity 

, f„[ country. Incidentally, it is doubt- 

for S rL p cured the disease, but, leaving that aside, 

of this'rnwr u ^ manufacturers and producers 

caused the immense sums which this rise has 

thousands because a large number of people, 

thousands of miles away, engage in an orgy of speculation ? 

__ the drain on the gold reserve was the result of over-tradina 

one^but we position might be a very different 

ne but we know that it is not so, and it is essential, if our industry 

nationaTba^'v^^^ ^ way should be found of preventing the inter- 

Sna vitb of London from inter- 

lenng with the credit which is essential for our industrial life 

rame • ^^nk Charter Act of 1844 

pnHrem^® operation have long since passed awa5^ Cheques have 
aband^ed^”^^^^*^ notes, and tire use of sovereigns has been 
issue nn tb to consider its note 

actuabv in^ basis of any standard of gold is to force the Bank 
menf rm^ j the expansion of trade. As employ- 

^nd increase it stands to reason that more 

and currency is required, and the Bank is therefore more 
Sn^?^® concerned over its gold reser^^es as compared with the' 
itself ■ ■ ■ ^t is forced to take measures to protect! 

f mev d^ measures actually retard the extension of trade' 

" w ey do not destroy it altogether. 

increased :£26o,ooo.ooo could be very easily I 

Sout ^5" ^l^gbtest danger to our national life, and’ 

result ^ ^ the dangers which we are so constantly told will ■ 

SSe tTi! not one of inflation but of common; 

aold national and international use of ' 

Bank sha^ly divided to secure for our industries a low I 

loans S^dV^° money in interest on Government ! 

loans, and to secure that the savings of the people shaU be invested, ' 

^ in the autumn of 1929. 
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as they shall be secured, in the products and the productive 
possibilities of their ou-n counti^^." proauctu e 

Views of the Master Cotton Spinners’ 
Association. , 

Finalty, we may quote without comment tlie following- 
resolution which was agreed to by representatives of th? 
Federation of Master Cotton Spinners’ Association^ and 
Other mdustnahsts at a meeting in London in January, 1930 ; 

meeting favours the reform of the Bank of Eneland 
m such a way as will accord with modem central bankinu practice 
as adopted by the U.S.A. Federal Reserve System andlhSth 
cU i^m Reseiwe Bank, but that the gold reserves of the Bank 
should be used exclusively as an intenfational ™ of pajSent 

^^encv' hTin'Zi of the baslKe 

sv^emir SiinWn • ^ the internal credit 

iicirmus?L^m w the currency into gold, 

wnicu must be maintained without question.” . 

Has the Bank’s Policy prevented Trade Revival.? 

The foregoing extracts give some indication of the exTent 
to winch the general monetary policy of this country has 
been blamed for accentuating the difficulties of our leading 
in ustnes. Diirmg 1929, fuel was added to the already 
beaped-up fires of criticism when the Bank of England in 
order to protect its reserves against continuous gold vdth- 
rawa s to the Continent and elsewhere, raised its rate of 
discount by stages to 6’- per cent. The Bank’s action was 

T by industrialists and employers, who 

insisted that the high rates of interest would stUl further 
cnpple our halting industrial life. It was pointed out that 
gam and again since the crisis of 1920-21, our internal trade 
had nosooqer be^n toshow signs of recuperation andrenewed 
activity than all hopes were blighted by .the raising of the 
Bank rate, thus restricting credit and adding to the weight 
borne by the producers for that financial 
ssistance mthout which progress is impossible. " Every ' 
line e un erljung conditions have been favourable to 

loio^bv ^ statement issued on 4th FeHruarv 

which the Master e.xecutive Committee of 

master cotton Spinners Associatioa is well represented. 
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trade revival ; every time signs have appeared that recovery 
was actually taking place ; on every such occasion, without 
exception, industry has been held back, on the one hand by 
insufficient credit supplies for productive purposes, on the 
other by the closely tonnected insufficiency of public pur- 
chasing power to take off the market the goods actually 
produced.” ^ In brief, it is contended that credit supplies 
to industry have been cut off at the crucial point. They 
have been granted long enough to give temporary stimulus 
to production, but have been stopped before the distribution 
of the additional credit through the channels of wages and 
profits has had time to take effect. Hence the ups and downs 
and incipient revivals of British trade. 

Wrether the arguments mentioned are sound or other- 
mse, they do rmquestionably demonstrate, on the one hand, 
the growing realisation oL.the vast power for good or for 
evil which now lies in the hands of those responsible for the 
control of the credit and currency mechanism, and, on the 
other hand, the imperative need for an unselfish, non- 
political monetary policy framed in the interests of the 
nation as a whole. 

Difficulties of the Position. 

Unfortunately there is not a vestige' of agreement, among 
those best qualified to judge, as to what monetary policy is 
best suited to the peculiar interests of this country. For, in 
considering any question of credit control or manipulation, 
the fact has to be faced that Britain’s position is peculiar. 
A variety of factors — ^notably the pioneer spirit of heir 
traders, the possession of vast resources of important 
materials such as iron and coal, and an early lead in the 
manufacturing industries — enabled Britain to build up an 
international business of enviable proportions. The nation 
of shopkeepers became also a nation of bankers and, on the 
certain foundations of an unrivalled industrial and coml 
mercial predominance, erected for itself a financial leadership 
of unquestioned strength, and one which has been main-| 
tained even in face of the difficulties of recent yearsi 
^ Midland Bank Review, August, 1928. ! 

D'* 
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London’s position as the world’s leading monetary and 
banking centre, the acknowledged prestige of her money, 
discount and foreign exchange markets, the universal 
recof^iulion of the sterling bill as a form of inierna.tional 
currency, tlie unduillcngcd rcpululion of London ]>anl:s and 
financial houses, the extension of our banks throughout the 
Empire and to foreign countries — all these are matter^ v.hich 
prove beyond a shadow of doubt the leading position of the 
nation in the international financial cconomJ^ Incidentally, 
they demonstrate that, so far as our foreign trade is con- 
cerned, the banks cannot be accused of having been apathetic, 
negligent or unmindful of opportunity. 

Members of what we may call the Industrial School in this 
controversy arc not unprepared to acknowledge the value of 
Britain's position in international finance. But the question 
wliich they ask is whether the retention of London s financial 
leadership and all that it implies is really worth the sacrifice^ 
which industrialists and others have to make in the vay of 
high charges for credit and capital. Thej^ maintain that the 
inonetarj^ polic}^ of this country'' should be framed, first and 
foremost, to assist our industries because of the valuable 
contribution made b}^ tlieir products to tlie total of our 
exports and so to tlic credit side of our balance sheet of 
international payments, whereas they urge tliat it has, in 
fact, contributed materially to the depression from which 
man}^' of our leading industries are now suffering. 

Thf/ Value of Britain’s International Financial 
Services. 

On tlieir part, our bankers are the first to recognise the 
imperative need of eveiy^ possible effort to encourage our 
industrial exports, and especially those from our 
depressed basic industries. But they contend that Britain s 
services as banker, insurer and financier are also an export, 
though invisible, of huge annual value, ranging perhaps from 
£6o to £70 million. Such exports help to " square '' our 
international balance sheet in just the same way as do 
exports of manufactured goods, and were it not for the 
profits made out of this international business the banks 
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would be compelled to charge much higher rates for credit 
accommodation to domestic industry. Moreover, as Mr. 
R. Hugh Tennant has convincingly argued, the foregoing 
hgures relating to our invisible exports of banking and 
insurance services tell only one-half of the story Thanks 
very largely to Britain’s unrivalled banking facilities, a huge 
income approaching £300 million annually accrues to her 
from vast investments overseas during past years. And 
this transfer of capital abroad still continues. 


London, as an international financial centre, has played a 
large part m finding opportunities for such investments, providing 
for their emission, filling the gap between the time 
when the foreign borrowers Tequire the money and the time when 
for thrt?n=f IS prepared to furnish it, prowding facilities 
afte?thpwSL°^ such secunties safeguarding holders' interests 
after their emssion, and so on. In practice, this policy has given 

fod^. “k ™portant benefits to British productive 

borrov^rs have frequently used a large share 
proceeds of Ioms m the- placing of orders with British 
mMufacturers. Judiciously made, such loans enhance the wealth 
ana mrcha^^ing power of overseas borrowing countries. 

Even this is not all. Overseas trade — ^which, let us not 
forget IS the life-blood of this country— calls for complex and 
spraahsed ^ancial machinery in which separate but essential 
parts are played by banks, accepting houses, discount houses 
brokers and others, each with its own con- 
nections, established in every large comer of the world. Without 
i? overseas commerce might not be impossible, but 

^ hazardous and tardy process for the 

V bopdon s machine of mtemational finance the British 

aCalfaWp^-^^ his beck and call facilities more efficacious than those 
available m any other country. 

Y® were to awaken to-morrow and find that London had ■ 
t° function as an mtemational centre, it is clear that we • 
Stfonpfr^iS ™ "'hich British trade and the •, 

preseS ” 1 ht ' 


One other argument of our leading bankers on this par- ' 
ticular question may be mentioned. They maintain that, ' 
Britain s industrial leadership in certain directions is 
gradually passing away from her, then every effort should be 
made to strengthen and^ponsolidate her still profitable ^ 

^ Speech at the Westminster Bank Annual General Meeting, 29.1.30. i 
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business as an international banker and financier. For this, 
they contend, the maintenance of the gold standard and of 
stability in the foreign exchanges is imperative, whilst strong 
gold reser^^es are as essential to us as a nation of bankers 
as they are to a private banldng institution. 


How Bankers explain the Depression. 

It \nll be clear from the foregoing brief review that bankers 
as a whole refuse to accept the suggestion that the depression 
m our basic industries is due to monetary policy alone. It 
IS due, they contend, not to monetary policy or to any other 
single cause, but to a number of causes, some peculiar to 
this countr5^ and some common to Britain and other leading 
industrial nations. ^ 


he most important of the common causes is that alreadv 
referred to in the first cliapter-tlie world-wide collapse 
m comnmdity prices. After the great post- War boom 
cu rnina mg m 1920, when prices reached unprecedented 
leights. the course of trade throughout the world sivung 
into a prolonged and not wholly unexpected period of 
depression, which has seriously affected home industries and 
export trades not only in this countr3^ but also in most 
other countnes. Without doubt the position has been 
aggravated by the monetary policies of the post- War period 
as weU as by tlie severe dislocation which was bound to 
follow the change-over from a war to a peace equilibrium 
But m justice to monetary authorities, both here and abroad 
It has to be stated that they have been faced vath conditions 
the like of which the world has never previously seen, and 
they have had to proceed by trial and error ratlier than with 

“y experience to 

guide them as to the best course to adopt in the unpre- 
cedented circumstances. ^ 

So far as the causes peculiar to this country are concerned 

m bankers is that, in the purely 

industrial field, the British lead has been rapidly diminished 
by other progressive nations; that the decay of our great 

and^o/aVr^^ inevitable result of intensified competition 
and of the headway made by other countries which at one 
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time relied upon us for their supplies. Some consider that 
this unfortunate position has been accentuated by our ririd 
acfterence to the policy of free imports, but all agree in 
allocatmg much of the blame to the out-of-date policy of our 
employers, especially in not reducing production costs by 
scrapping antiquated methods and plant which, in more 
pro^essive countries, have long been superseded. These 
matters are examined in the next chapter. 

^ The Problem of Wage Costs. 

One highly controversial argument of many of our bankers 
and leading economists is_that much of our present difficulty 
IS attributable to the high real cost of labour in this country 
in relation to wage costs in other countries and to the price 
which we can now demand abroad for our products. It is 
indisputable that the marked fall in commodity prices during 
a period when wage rates have remained at the relatively 
high level reached during more prosperous times 1 has 
resulted in a not inconsiderable rise in real wages and also 
a marked increase in the real cost of labour, which has faUen 
on an already slow-moving industrial machine. It is true 
that some part^ of the higher cost of labour has been offset 
by tte rationalisation of industry, but it is mthout question ' 
• j cases, the wage bill is far heavier than the 

industry can bear, and that lower wage rates, combined with 
ower social charges, especially in France, Belgium and 

bemmy, have materiaUy assisted our rivals to capture our 
trade m other markets. 

Bntish wage rates in the so-called " sheltered " trades 2 
are particularly high, with the result that essential personal : 
services are far more costly than they are in other countries 

31SrSr““ ' *““ “ ' 

in IbfL^bS an°d reSa workers ! 

tries such as motLcar ma^Sring safeguarded indus: ; 
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and are remunerated on a mucli Iiigher scale than the services 
of workers in the so-called " unsheltered ” or “ exposed ” 
groups in this countr3^ Such conditions have two important 
results ; they must increase the cost of production of all 
products whoso manufacture at some stage requires the 
highly paid seiadces, and the}^ must add to our difficulties 
and increase unemployment because the exposed trades 
have to suffer for the higher wages paid by tlie community 
to the sheltered workers. 

In face of tliese facts many bankers contend that ‘‘ the 
key to the future of our foreign trade is to be found in the 
problem of labour costs at home. If labour costs remain high 
relative to those of other countries, while consuming power 
also remains high by reason of our method of distributing 
V. ealth, the tendency for imports to advance relative to 
exports may continue for some time. . . . But in recent 
years we have been consuming without replacing certain 
forms of capital, notably that invested in our great exportin'^ 
industries and our agriculture. ’iMien this form of bounty 
in aid of consumption is e.xhausted there vtII be a reversal 
of relative values, and our labour costs will have to come 
down at the expense of consumption.” ^ 

The necessar)’^ adjustment of wage costs in general may, 
of course, be effected either by a reduction of nominal wages 
or by an increase in productive capacity and efficiency to 
enable industry’’ to support the higher remuneration which 
^e worker justly claims as his due. As Sir Herbert Hambling 
has stated, ‘‘ We can only continue to work shorter hours 
and receive higher wages than our competitors if we can turn 
out goods in those shortened hours of at least equal quantity 
and quality and at no higher cost per unit. There -are no 
short cuts to prosperity, and if we are to maintain or improve 
our standard of Imng, it can onty be done by maintainine 
or increasing our efBciency. 

Ihe influences hampering a return to prosperity 
he failure to realise this mutual dependence looms possibly 
krg^t of Labour and capital are partners in industry. 
Each has its function — each is indispensable, and each is 

Course of British Foreign Trade,** Fhiauoial News, 30.7.28. 
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entitled to its just reward. Disagreement is due to lack of 
appreciation of the fact that the interests of capital and labour 
are identical. The partnership breaks down when either 
party acts in the belief that its own sectional interest can be 
served at the expense of the other.” 1 

Although the-Tdew that high wage costs account for much 
of our present difficulty finds little support in Labour circles 
It IS nevertheless confirmed by a Report 2 issued in 1929 by 
the International Labour Office dealing with the influence of 
currency fluctuations on employment, and the conditions 
affecting the regulation of employment in the coal, cotton 
wool and silk textile industries. The Report further 
establishes the direct relation between changes in the general 
price-level and the state of employment, and shows that 
penods of rising prices are characterised in the majority of 
cases by mcreased employment. In explanation of this 
phenomenon, the Report states : 


• assumed that the general level of prices is deter- 

mined by the relation between the quantity of goods offered for 

payment avail- 

able for the purchase of those goods. If the general price-level 
nses, It may be taken to indicate that the supply of the means 
of payment has for some reason or other, been increasing faster 

Ser The causfoftS- 

qimnUr ^ may be, for example, an increase in the 

suply of cupency an expansion of credit, or some change in 
of the banking system-some form of “ rationaL 
isatmn, to use a fashionable term— as a result of which there is 
cOx incre^e in the velocity of circulation. But whatever the 
caup of the relaiive abundance of means of payment, its effect 

bufstill^ f ^ stimulus, perhaps artificial and momentary, 
stimulus, to business activity. This is one reason why' 

fn ^ tendency to decrease during a period 

m which the general price-level is rising. 

TTiPanf ^ general price-level implies that the! 

means of payment pe relatively scarce as compared with the' 
hi ^°“™°'iities offered for sale. This being so, it mjr' 

“ consequence, a^ 

ulovmfnt^ of business which, m turn, ^vill lead to increased unem- , 

FnsuffiH^r,V,.nf alternate excess and. 

Ff of means of payment as compared with the quantity ' 

of goods offered for sale conpitute an almost automatic cause of ‘ 

s' of the Institute of Bankers I Q2-; ■ ! 

Unemployment : Some International Aspects, 1920-28.” ' | 
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expansion and contraction of trade, and hence of an alternate 
marl^r’^”^ decrease in the capacity of absorption of tlic labour 

The Report concludes : 

It seems possible to declare emphatically that abrupt or 
but prolonged variations in the general price-level,’ or 

duction^amf the equilibrium beiiveen pro- 

duction mid the means of pa3-ment, play no small part in deter- 

acdv'ifv^ and retardation of economic 

acu\ ity, and are hence an important cause of the recurrine 
unempIoA-ment cnses which mark one phase of tlie cyS If 
then, the magnitude of vanations in the general price-level could 
be reduced an important cause of unemployment would be 
K potent. But is such a reduction feasible.? This 

IS the Mtal question to which those competent in tlie matter are 
becoming more and more inclined to' return an afflnnatf^ 

This conclusion clearly attributes the responsibility for 
tlie fall in our general price-level to monetary policy. But it 
seems generally agreed by leading economists that the 
rigidity in the level of wages and in working conditions 
generally m this country which has followed the strong 
development of trade unionism— " the fact that Labour 
speafe vath more certain voice and acts vith greater solidarity 
in this countr^r than elsewhere "-has been an important 
factor m raising British industrial costs above the world 
level, and that some reduction of wage costs will have to 
come before progress can be achieved. 

b r invested their savings in industry’- have 

nad to lace enormous losses during the reconstructive pro- 
cesses necessary to place British industry on a competitive 
lootmg, and there are many who think that labour should 
co-operate to the same end by accepting some sacrifice of 
remuneration which rvill permit industry to bring dowm 
production costs. ^ 

Are the Effects of a High Bank IL^lte on Trade 
Exaggerated ? 

One other aspet of the question may be mentioned 
Bankers arpe that critics of British monetary policy tend 
to over-estimate the effect of a rise in the Bank rie on 
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industrial activity. " The magnitude of the effect produced 
by a rise in Bank rate upon the scale of business is capable of 
being exaggerated, and the reason why any effect is produced 
at all is perhaps more complex than at first sight appears 
to be the case. Over a considerable part of the field of 
business, ^ a rise of i or 2 per cent, in the cost of bank credit 
is a negligible factor in the cost of production per annum : 
I per cent, increase in the Bank rate is only of i per cent, 
per month, or is. 8^^. per £100. Thus it is not perhaps the 
direct extra pecuniary burden which has to be considered 
so much as the indirect psychological effects. Bank rate 
acts as a warning against further expansion rather than as a 
monetary punishment.”"^ On the same point, bankers have 
had the support of Mr. Philip Snowden, the Chancellor of the 
Exchequer, who has produced statistics to justify his argu- 
ment that a high Bank rate does not, in fact, retard industrial 
development to any appreciable extent. 

^ , Without a full knowledge" of the circumstances in which a 
high Bank rate operates, it is not, of course, possible to 
express any definite or universally applicable opinion. But 
it cannot be denied, even by the strongest supporters of 
British monetary policy, that a high Bank rate must and 
does either directly or indirectly affect the operations of the ■ 
average business man. Directly, it affects the merchant or 
trader who conducts his business on borrowed ' capital or 
whose bills are discounted in the money market ; indirectly, 
it must affect every trader because of its influence on those 
of his customers who trade with borrowed funds. And thfq 
influence will necessarily be more pronounced in a com- 
munity where the banking habit is strong (as in Britain) than' 
in a country where that habit is less developed (as in Spain’ 
or Poland). Moreover, quite apart from the psychological 
effect of a high Bank rate, there is the fact that the effect of: 
high interest rates is much more acute in times of depression, i 
when profits are at their lowest margin, than in prosperous ; 
periods, when profit margins are increased and business men | 
can afford to pay high charges for fimds wherewith to ! 
conduct their operations., , 

! 

1 " The Return to Gold," p. 17, by Prof. T. E. Gregory. i 
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Has the Bank of England much Choice in the ZvIatter 
OF Credit Control? 


Socialist critics of the national monetary policy who are 
confronted with the argument that high wage costs are 
crippling industry, at once reply that the fall m commodity 
prices which has occasioned the rise in real wages is a direct 
result of the Banh of England’s deflationarj' policy, and that, 
if this policy had been more wisely controlled, it would have 
prevented the fall in commodity prices to that point which 
rendered the existing wage rates a burden upon industry. 

In opposition to this view, the fact must be reiterated 
that, in spite of the fall in wholesale prices, the total advances 
of the leading banks in recent years have shown a decided 
upward tendency. They are actually £xoo million higher than 
they were when the country returned to the gold standard, 
and', of course, now possess a much higher purchasing power 
than the}" did six years ago because of the considerable fall m 
wholesale prices. Hence, the so-called " restrictive ” pohey 
of the Bank of England has not been inconsistent with a 
considerable increase in the volume of credit, and to that 
extent monetary policy cannot be blamed for the unem- 
ployment which by some is attributed to the lag between 
wage adjustment and the movement of comrnodity prices. 

Moreover, if we leave out of account the active steps taken 
by the Bank of England and the Treasury' in 1925 to restore 
the gold standard, and confine our attention to succeeding 
years, the truer view would appear to be that the Bank and 
the Treasury have had relatively little option in the matter 
of their discount pohey. That policy in recent years^ has 
often been directed rather by circumstances than by deliber- 
ate choice. As was recently pointed out by Mr. H. C. 
Macrosty : ^ “ In sum, whatever the economic beliefs or the 
intentions of the Treasury and the Bank of England may have 
been, there is no evidence that any action of tlieirs was a 
material factor in deflating prices or credit. On the con- 
trary, the history of those years seems to reveal them as 
deciding on their policy from moment to moment as the 


1 In an address before the Royal Statistical Socie^ on *’ Inflation and 
Deflation in the United States and the United Kingdom, 1919-23. 
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immediate circumstances seemed to demand, rather than as 
carrying out a plan long predetermined and adhered to with 
fanaticism. They were, indeed, the victims, not the con- 
trollers, of events.” 

The Collapse of World Prices. 

The evidence seems to be that the Bank of England and 
the Treasury have been powerless in face of the world 
collapse in prices which commenced in 1927 and continued 
. up to the disastrous break of 1929-30, when the United 
States Reserve Banks, having failed to take adequate steps 
to prevent or forestaU the unprecedented boom in Wall 
Street in the latter half of 1928, resorted to drastic credit 
restriction in order to break the boom and, by so doing, 
forced down commodity prices and upset trade aU over the 
world.i Opinion in the business world changed from one of 
hope to one of pessimism, and serious reactions inevitably 
followed the decline in the American consumption of such 
important commodities as rubber, tin, copper and steel, 
which were already suffering from the effects of over- 
production. Wholesale prices rapidly declined, and aU the 
hopes of a revival of international trade were rudely 
shattered. 

But though these facts may be admitted, it would appear 
that the present impasse is due to more deep-seated causes 
than the policy of the American monetary authorities. For 
one thing, a collapse in prices and a period of depression 
culminating during 1929-30 were to be expected as the 
natural result of the recurrence of the Trade Cycle, the factors 
of which are even yet an unsolved mystery. Then there are 
the two primary causes noted by the International Chamber 
of Commerce : first, over-production of certain essential 
goods following the fact that the increase in the world’s 
capacity of production has outstripped the increase in 
population, a circumstance due to industrial development 
during the War, mass production, and the desire of nations 
to become economically and industrially self-supporting ^ 
secondly, under-consumption resulting from («) the grave 

^ Sec Prof. Gustav Cassel’s article in Lloyds Bank Review, March, 1930I 



44 BANKS AND THE FINANCE OF INDUSTRY 

agricultural crisis throughout, the world, (6) contraction of 
certain important markets — notably those of Russia, China 
and India, where 900 millions are not onl}' not impro\'ing 
their standard of living, but are actuall}'' consuming less per 
head than before the War, and (c) the fact that in almost all 
the industrial countries of the world retail prices have not 
fallen in anything like the same proportion as wholesale 
prices. 

Probably stiU more far-reaching is the remarkably intricate 
question, to which Sir Henry Strakosch has so ably directed 
attention,^ of the effect on world prices of the groudng 
inadequacy of the world supplies of gold, mereas the 
world stocks of monetary gold are growing at the rate of 
2 per cent, per annum, and though the South African mines 
are showing signs of exhaustion, the business of the world is 
increasing at the rate of about 3 per cent, per annum, and 
not onty does this increasing volume of business require a 
higher gold basis, but also relatively more gold is required 
because the world’s Central Banks are so far shovdng but little 
regard for the need of economising the use of the precious 
metal and facilitating its rational distribution among the 
gold ^ standard countries. No diagnosis of the present 
malaise could possibly ignore the fact that in 1929, the year 
of the sensational collapse in commodity prices aU over the 
world, France and the United States between them not only 
absorbed the whole of the year’s output of gold, but also 
made heavy inroads into the resers^es of other nations. 

This maldistribution and partial sterihsation of the supplies 
of gold have had the effect, according to Sir Henry, of forcing 
down wholesale prices and altering the distribution of 
income. The share of the rentier class has increased, whereas 
that of the producing class (including entrepreneurs and wage- 

and Prices," the Ecoiwmisf, 5th July, 
of lo’-’o^Great Henrjr Strakosch showed that at the end 

rion^ the'rinUpfl^^f^fo^ « amounting to £3 4s. per head of the popula- 
TTnifo 1 Qf S^tes £6 125 ., France /8, and the Argentine /8 65 The 

Uiuted States and France bet\Yeen them held, and still hold about half th^- 

rest of th^ 

Britain, the whole of Europe apart from France, Asia Africa Sonfh 

'"til the other half amongst 
m.Knfv, /I same facts and conclusions were present in a renort 

published in 1930, of the Gold Delegation of the Lea^e of N^ioL^ ^ ’ 
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earners) has fallen. But the fact that retail prices and the 
cost of living have only sluggishly followed the downward 
movement of wholesale prices has kept wages up, .and so 
placed most of the burden of the price coUapse on the 
shoulders of the entrepreneurs, especially those whose 
industries are unsheltered {i.e. exposed to foreign competi- 
tion) and unable to keep up the prices of their goods. As a 
result, many producers have been forced to suspend opera- 
tions, unemployment has resulted and its adverse effects 
have reacted throughout industry. 

His analysis, says Sir Henry, “ shows that the recent fall in 
the general level of prices has its origin in an insufficiency in the 
supply of currency and credit, and that that insufficiency was 
brought about by the very reverse of economy in the use of the 
monetaty gold tliat became available. It showed that a drastic 
redistribution of wealth was thus forced upon the world, that 
this caused the free flow of exchange to become badly clogged, 
result that the fall of general prices was accentuated 
and that the available amount of currency and credit became 
superabundant. 

H is legitimate to conclude that, if the gold standard world 
had been supplied \vith an adequate amount of currency aiid 
credit by the exercise of reasonable economy in the use of its 
monetary gold supply, there would have been no fall of general 
pnces. If there had been no fall there would have been no 
redistribution of wealth, no clogging of the flow of exchange, no ' 
superabundance of currency and credit to supply the stimulus 
for a reversal of the movement, and therefore no trade cycle.” 

In the light of these considerations. Sir Hemry Strakosch 
sugg^ts that monetary policy throughout the world should 
be directed to maintaining stable prices in the face of the 
increase in production. This proposal cannot be other than 
acceptable to anyone with a full appreciation of the facts.! 
The world's stocks of gold are distinctly limited, and only 
careful management and sane distribution can prevent the 
evil effects of excessive accumulation in certain directions' 
combined with production-starving scarcity in others. As; 
Sir Josiah Stamp has pointed out, “ without control of a 
fundamental factor in operation, no rationahsation of; 
technique, no freedom from restraints and burdens, no' 
initiative in the human element, no control of public expendi- 1 
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ture, can avail to keep a complicated civilisation from 
drifting into peril and even disintegration.” 

Clearly, this explanation of the position ser\fes to emphasise 
the now general^ accepted fact that the world’s Central 
Banks, b}' a proper exercise of their discount rate, by resort 
to the open-market pohcy in their respective countries, by 
refraining from a scramble for gold,^ and by timely and 
adequate co-operation, can do a great deal to control the 
general level of commodity prices and prevent many of those 
difficulties which must accompany unstable price-levels. 

The CiTv’s Confidence in the Bank. 

The question of our general monetar}' policy ^vill be 
reverted to in the final chapter of this book. For the moment 
we may leave the matter with the remark that the majority 
of informed people now accept without question the fact 
that the policy of the Bank of England itself is directed with 
stabilisation as its primary aim. They are equally certain 
that our Central Bank would have no objection to an 
expansion of credit directed to improve industrial conditions 
within the country provided it did not have the effect of 
raising the internal price level, or, what is from the banking 
standpoint the vital issue, imperilling the country’s inter- 
national position. 

It may be said also that the policy of the Bank of England 
has earned the approval of most of the Chairmen of the 
leading banks — as witness their speeches at the 1930 Annual 
General Meetings. Thus, kir. Beaumont Pease, of Lloyds 
Bank, in strongly dissociating himself from the recent 
attacks upon the Bank, said : " I do not vish to say anjdhing 
further than to register my regret that, at a moment ^yhen 
it was highly desirable that nothing should have been' done 
to disturb the atmosphere which was undoubtedly favoiuable 

^ " The countries which were driven by the logic of events to adopt the 
gold exchange standard had no sooner stabilised their currencies than the}” 
set about converting their foreign devisen into gold and drawng the gold 
back into tlieir vaults. The appreciation of gold, or, what is the same 
thing, the downward trend of prices, has become a serious menace, and if 
allowed to go unheeded must inevitably check enterprise and retard 
economic recovery." Sir Charles Addis in an address on the '* Bank for 
International Settlements " before the Institute of Bankers, 3.4.30. 
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to an improvement in our trade, attempts should have been 
made to create doubts in the minds of the uninformed that 
there was something radicaUy wrong mth our whole monetary 
system.” Mr. Holland Martin of Martins Bank also paid 
a tribute to the " great wisdom ” of the Bank; Sir Harry 
Goschen of the National Provincial Bank spoke in similar 
terms, while Mr. Tennant of the Westminster Bank indicated 
equally definite support of our foremost banking institution. 

And, if further evidence of the large measure of confidence 
now reposed in the Bank were needed, reference might be 
made to the views of the Economist, which has a well-merited 
reputation for its impartiahty on matters of currency and 
credit. " The question oLBank of England policy has been 
Jscussed so much of recent years that the Committee [i.e. 
the Committee of Inquiry on Banking and Finance— see 
Chapter IX) will be faced here with the task of sifting a 
formidable mass of controversial opinion. It may be said 
at once that the Bank’s policy, whether right or wong, has 
been wholly disinterested. For example, in the summer 
of 1929 the Bank was hotly attacked for neutrahsing fresh 
gold acquisitions by equivalent sales of earning assets. This 
pohcy was costly to the Bank itself, yet in the light of 
subsequent events few will deny that it was in the best 
interests of the country. Though the Committee may well 
find It profitable to consider whether the Bank’s formal 
constitution is susceptible in minor details of revision and 
irnprovement, there is little substance in the line of attack 
which complains that the Bank is a ‘ private corporation.’ 
actuated as such by motives of self-interest/' ^ 

The Bank Enquiry/' 19th October, 1929. 
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THE NEED FOK RATIONALISATIOX IX BRITISH IXDUSTRY 

To appreciate tlie main points of criticism directed by 
industrialists in this countr}^ against the policy of the joint- 
stock banks, it is necessaiy to obtain some idea of the 
problems with which industriahsts themselves have been 
faced as a result of the vast economic disturbance entailed 
by the change-over from a war to a peace equilibrium. 

After the disastrous collapse of the great boom of 1920, it 
was very slowly and painfully realised by business leaders 
in this cormtr}^ that our industrial structure was in need of 
thorough re-organisation and re-equipment if foreign com- 
petition both in the home market and in markets abroad 
was to be adequately met. In brief, it had to be acknow- 
ledged that our industries were in urgent need of ralionalisa- 
iion, a term which, in spite of its frequent misuse and in 
spite of the diversit3' of its use,^ simply means the elimina- 

1 " Kationalisation means different things to different jjeople by whom 
the ' ord has been emplo3'ed> and has therefore no scientific value. The 
obv^jus meaning of the w’-ord is the emplo>Tnent of the most suitable 
method of organisation ha%nng regard to all the relevant circumstances. 
To many people, however, the word convej's the idea of conscious and 
deliberate co-operation among all the members of an industry or group of 
allied industries, and therefore implies the abandonment of the system of 
unregulated competition. To others the word suggests the amalgamation 
of competing or complementary business units and the substitution of 
larger for smaller competing units. The first group would sa>^,that in 
any scheme of rationalisation the industry would be regarded as*ti:e unit 
and that all proposals w’ould be tested by their effect upon that unit. 
The second group would argue that the individual business ivould be 
regarded as thsmnit and that the industr}^ as a w'hole would not necessarilj’’ 
be considered. The difference between these views is not merely one of 
emphasis : it goes deeper. ” The first group imply that monopoly is a pre- 
requisite of true rationalisation, the second imply that a * rationalised ' 
industry maj’ ^till be competitive in its organisation/* (Professor J. H. 
Jones in the Accountaiilt 15.2.30.) 

The term ** rationalisation " itself was first emploj^ed by the Germans, 
whose Reichskuratorium fur Wirtschaftlichkeit (Board of National 
Efficiency), the co-ordinating bodj^ established by the German Govern- 

48 
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tion of waste, achieved mainly by the re-organisation, and 
usuallj^, though not inevitably, by the amalgamation of 
industrial concerns on the most modem and most scientific 
lines so as to secure greater economy and greater profit in 
relation to capital outlay. This implies the writing-off of 
existing superfluous assets, the ehmination of inefficient pro- 
ductive units and of weak selling agencies, and the reduction 
of overhead costs through the economies of large-scale manu- 
facture and co-operative buying and selling. It means 
improved technique and organisation, designed to secure 
the maxunum results of co-ordinated effort, to minimise 
waste both of labour and rnaterial, and to make the maximum 
use of capital works by concentration. It involves scientific 
m^agement, standardisation of materials and products, sim- 
plification of processes, and improvements in distribution and 
marketing. In short, rationahsation aims at the elimination 
of inefficiency and waste of every kind. 

Many people, particularly in England, are inclined to 
speak of rationalisation as if it were some entirely new dis- 
covery, whereas industrialists here and abroad have been 
studying the process for upwards of a quarter of a century. 
The fact is that Europe was reduced to such an impoverished 
state by the World War that responsible people have been 
forced to apply their minds more vigorously to the question 
of reduciiig the cost of industrial production and distribu- 
tion, and in this sense only has the problem of rationalisation 
taken on a new importance. 


guide tile national effort in this direction, published the following 
ciehmtion in order to cla^y ideas on the subject ; 

iTv, 3.faon^isation consists in understanding and appWng every means of 
improvi^ the general economic situation through technical and systematic 
organisation. Its object is an increase in the standard of Uving by the 
prov^ion of better and cheaper goods in larger quantities. This demands 
a common effort by all classes of the community." 

English observer of German opinion has recently stated, ‘*To 
° rationahsation, one must think primarily, not of self-contained 
^“^shments, but in terms of a whole industry, whether organised as a 
basis, or nationalised. It is not necessary to 
an industry to rationalise it, nor is it necessary to eliminate com- 
competition, or to destroy altogether the management 
and admimstrative autonomy of particular undertakings." * 

E 
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Rationalisation does not necessarily Imply 
Amalgamation. 

It IS frequently tliought that rationalisation ahva 3 's implies 
trustification and large monopolies— that the process is 
inseparable from rings and quotas, tariff walls and .marketing 
agreements ; that it succeeds only through the suppression 
of the srnall, mdn'idual producer and the creation of the 
all-powerful S3mdicate with interests opposed to those of the 
consumer. In brief, that it is a process which seeks to 
enslave or combat economic forces. Rationalisation, how- 
ever, is by no means s3monymous with amalgamation, though 
It often involves amalgamation and is nearly always 
best achieved by some scheme of co-ordination or co- 
operation. 

The reason for this is that co-operation is the inevitable 
result of the reahsation that the old individuahsm of the 
nineteenth century cannot challenge the growing team-work 
of the twentieth. The small indimdual unit of production 
was well suited to the requirements of the last centunA No 
great harm was done then if the thousands of individual 
units competed fiercel 3 ' with one another, since it was for a 
long penod the only competition British manufacturers 
effiTiency^^^* provided a useful spur to progressive 

But a complete change has now come over the industrial 
situation British manufacturers no longer enjoy virtual 
monopolies. To-day other great countries ari Equipped 
mdustnaUy at least as well as Britain, and, behind the 
protection of high tanff walls, foreign nations are rapidly 
developing every form of manufacture. British producers 
can nmv find abroad all the competition they need to stimu- 
late them ^ to maintain and increase their elficiency, and 
internal competition— once a necessity— has become a luxury 
they can no longer afford. * ^ 

The fact is that, throughout the world, manufacturers are 
fiard put to find markets for their goods. For the time 
being the world’s producing capacity has run ahead of con- 
sumption ; there are “ too many cotton mills, too many steel 
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works and too many coal mines, not necessarily in this 
country, but in the world as a whole.” ^ 

Recognition of these facts lies behind the efforts now being 
made by all progressive countries to concentrate production 
on the most efficient units, to eliminate the superfluous and 
relatively inefficient concerns, and to ensure that those which 
remain may, by the application of scientific methods and 
well-planned co-ordination, attain a reaUy competitive posi- 
tion in the world's markets. In the competitive struggle 
which, as yet, is scarce begun, only those industries can 
hope to sur\dve which are organised on a scale and by 
methods that will ensure the most efficient production and 
the most economical distribution. 

Effects on Individual Businesses. 

Though we must in some ways deplore the resultant dis- 
appearance of individual businesses — ^many of which have 
done excellent work during their useful lives — ^we are never- 
theless bound to face the fact that small-scale individualist 
units cannot compete successfully, or indeed survive, in face 
of the vast organisations now in operation throughout the 
world. The large-scale organisation has unquestionable 
technical and financial advantages which enable it to pro- . 
duce and market %vith a degree of efficiency that cannot be 
approached by the small concern, quite apart from the fact 
that the large supplies of capital necessary for modem plant 
and equipment flow far more readily to the great semi-public 
corporation than to the small producer of merely local 
repute. 

Though the immediate effect of a policy of rationalisation, ; 
as of other policies of transition, is usually to bring tem- , 
porarj^ hardship to individual producers, rationalisation does 
not necessarily affect detrimentally either individual pro- 
ducers, individual consumers, or the community as a whole. ‘ 
On the contrary, it may be attended by results immediately 
beneficial. ” Trae rationalisation is always directed to a 
reduction of costs by greater efficiency and capital methods. 
Pure individualism, particularly on a small scale, finds its 1 
^ Professor J. H. Jones in the Accountant, 15.2.30- I 
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way out of these difficulties by the economic annihilation of 
the less lit units in the struggle for the means of subsistence. 

imately they have to go ; but in their dying struggles 
they enfeeble the fit and reduce the whole industiy to a 
precarious position. True rationalisation does not defeat 
or hold up economic consequences, but, (i) having ascer- 
tained what IS m due course inevitable, it brings about that 
course more quickly by definite action; (2) it does so more 
humane^ by spreading some of the cost and the risk in a 

so more 

certainty— that is, the individual businesses that now go 
under are not necessarily the least efficient, but they may 
be financially the weakest.” ^ ^ j 

Results of Rationalisation. 

In a particularly informative pamphlet,^ Sir Mark Webster 
Jenkinson suggests that, if industry can be rationalised on 
a sound basis, (a) production costs will be lowered, output 

caiitS andTh ’ surplus for distribution betw^n 

capital and labour will be greater; (b) reduction in the 

nSL^se T tl representing an unseen 

increase in the exchangeable value of labour, wU bring 

about a higher standard of living; (c) as large industria! 

umts can raise capital at lower interest rates than small 

concerns, the total amount paid for the hire of the capital 

will be less although the return to the ordinaiy sharehffider 

IcuStv ^^^^-terfifa^ciS 

^curity of the combine and its larger volume of trade will 

mean less nsk of failure, or temporary closing down through 

lack of orders; (.) the greater the number of woSs 

employed in one undertaking the easier will be the settle- 

ment of minor labour disputes without outside interference • 

(n the ^eater financial resources avafiable to the large 

organisation will enable more to be spent on research pennR 

of greater expenditure on modem plant, the employment of 

better brains, and a reduction in distribution costs, tLs' 

Address by Sir Josiah 

Some Aspects of RationaUsation " (066,^1929). 
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reducing waste of every kind; (g) the larger the concern 
the greater will be the opportunity for promoting those with 
initiative and ambition ; and {h) the movement towards 
large amalgamations shoidd also lead to an improvement in 
the economic position of the worker in each industry, 

Britain’s Slowness to Change, 

Unfortunately, there is every evidence that rationalisation 
has been long overdue in several of our leading manufac- 
turing industries. The inbred conservatism of British pro- 
ducers who adhere tenaciously to methods which have served 
them well in the past, and who have an insufficient first- 
hand acquaintance with 'either methods or markets overseas, 
has been and remains the greatest obstacle to necessary 
change. Indeed, it became recognised that, in this country, 
the problem of rationalisation is first and foremost a psycho- 
logical one, and that effective re-organisation was impossible 
until a sufficiently large proportion of those engaged in 
controlling industry had been educated out of the " small 
unit mentality ” which is so marked a characteristic of our 
employers. 

Too long we have suffered from an excess of productive 
capacity distributed among a number of small Ul-equipped - 
units competing with one another for improfitable business 
which would not even pay the interest on their bank over- 
drafts. As a result, plant, machinery, processes and build- 
ings in many of our industries are badly in need of renewal 
and replacement. “ In the course of manj?^ hundreds of 
visits to British factories one has not come away impressed 
with their scientific modernity. Antiquated and unsuitable 
buildings seem to me to be the severest handicaps. It is , 
common to find factories using buildings designed for other 
pu^)oses, factories that would like to extend but cannot, . 
factories consisting of a mass of patchy additions with parti- , 
tions everywhere and floors on different levels, meaning bad • 
supervision, poor lighting, faulty ventilation, interrupted | 
flow of work, excessive handling, and difficulty in installing 
modem machinery owing .to structural deficiencies and bad 
laj>'-out. To my mind far too little provision has been made j 
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ana we nave 
1 


for the amortisation of buildings and plant, ; 
been much too slow in scrapping and replanning. - 
h fi?' ^ritish industries have, of course, long realised the 
enefits of combination and large-scale production, and those 
connected with chemicals, tobacco, margarine, soap and 
cement are outstanding examples of important industries 
which have bem successfully rationahsed. But the Final 
Report of the Balfour Committee on Industry and Trade 
published in 1928, left no room for doubt that a further 
great modernisation effort was necessary in this country. 




It is incontestable that in the iron and steel trade for 

progress made during and since 
the Great War, many of our plants are in 1930 entirely 
obsolete and inefficient as judged by foreign standards. The 
majority of our iron furnaces are small and costly to operate 2 
^pd'^r^ of our cokmg and by-product plants are in urgent 
need of wholesale replacement. It is true, as was reported 

+n Jr r Delegation sent by the British Cabinet 

to the Continent on a tour of investigation, that, as regards 
efficiency and management, modernity and equipment cer- 

iron andTr^^^^i^ T superior, to the leading 

d steel plants on the Continent or elsewhere, but it 

comparatively few British 
steel vwks can be said to be absolutely modem in their 
general la3'-out and arrangement of processes. 

extent this position is traceable to the 
fact that in the iron and steel industry, as in other industries 
Britam has suffered from having been a pioneer. The British 

sTe J production of 

actd steel on the Bessemer and Siemens processes, designed 

ecring Supplement, and Engin- 

th'e link in 

tons per furnace per da? S comLred fp rr 120 

Belgium 310 tons in Germany and 600* ton?i?tL' United'" 

iDtendew mth tlfe Aiawcia/ Tiiws, 
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for the use of haematite or non-phosphoric ores only. On 
the other hand, the new industries on the Continent atid in 
the United States were able to begin wth the later discovery 
by Gilchrist and Thomas of the open-hearth method of 
producing basic steel from phosphoric ores. Even before 
the War it had begun to be realised that this discovery 
made essential a reconstruction of existing plant in this 
country, but in 1913 at least two-thirds of our production 
was still acid steel. 


Although the War hastened the change over to the new 
process, the metamorphosis was not complete in 1918, when, 
with the return of peace, competition from the already 
well-estabhshed industries abroad, which was naturally 
absent during the War, soon began to make itself felt. In 
facing this competition, our iron and steel industry has 
been seriously handicapped by the operation of factors out- 
side its control. Among the more important of these are 
the lower capital charges in; the iron and steel industry on 
the Continent ; the wide disparity between wage levels here 
and on the Continent ; the unprotected state of the home 
industry as compared with the highly protected industries 
abroad ; and the substantially heav}^ burdens in the way of 
pa}Tnents for taxation and social charges which have to be 
borne in this country.^ 


As a result of the operation of these and similar factors, 
our iron and steel industry in the post-War years found 
Itself in a hypertrophied condition. Its producing capacity 
had been increased by more than 50 per cent., but it was 
faced with a vastly reduced market for its products. More- 
over, the_ enormous demand for steel during the War kept 
in operation a great deal of obsolete plant which ordinarily! 
V ould have been scrapped, and caused much necessary work ' 
on renewals and replacements to be postponed indefinitely. 

T hus, the post-War need for rationalisation in the British i 
iron and steel industry was not entirely due to post-War ' 
conditions, nor was it altogether the result of inefficiency. ! 
Rather was it the result of technical changes whose effects i 

^reat bulk of our imports of iron and steel i 
■"■here productive efficiency is highest, but from 
Trance, Belgium and Luxemburg, where wages and taxation are lowest. | 
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were partly delayed by abnormal conditions arising out of 
the War. 

Unfortunately, the situation in the steel industry was 
detrimentally affected by the marked depression in the ship- 
building industr}% and by the fact that many iron and steel 
firms, in order to keep going, applied themselves to various 
ill-assorted and ill-chosen enterprises. Flence, most of our 
steel plants for years had to work short-time, so increasing 
the proportion of their overhead costs and exhausting their 
reserves. 

Some idea of the resultant depression in this industry 
may be gauged from the fact that it is estimated that 25 per 
cent, of the workers normally employed therein were unem- 
ployed in 1930. Further, while the world production of pig 
iron increased b}^ 25 per cent, between 1913 and 1930, British 
production decreased by 27 per cent, in the same period. 
Again, whereas the world steel production had increased by 

57 per cent, during the same period, British production had 

increased by only 26 per cent. = 

Thus the reason for the unsatisfactory position of our 
iron and steel industry is not that the demand for iron and 
steel is below pre-War levels, but that the conditions above 
referred to have tended to encourage the importation of 
large quantities of iron and steel at the expense of our ovm 
resources. In 1929, 9-6 million tons of ingot steel were 
manufactured in this country, whilst imports of steel repre- 
sented a further 3 million tons. There was thus a total 
demand of I2'6 million tons, which, had it been wholly 
satisfied by home producers, would have employed them 
practically to full capacity. 

Iron and Steel Rationalisation Abroad..; 

These facts are in distinct contrast to the conditions in 
similar industries abroad. In other leading countries — ^in 
Germany, in the United States, in France and in Belgium — 
comprehensive schemes of rationalisation and modernisation 
in the iron and steel industry have placed the majority of 
their plants far in advance of those in this coimtry in regard 
to both size and output. According to the Balfour Report, 
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the average blast-furnace capacity in the United Kingdom in 
1925 was about 41,000 tons per annum ; the corresponding 
figure for the U.S.A. was 138,000 tons, and for Germany 
96,000 tons. 

Likewise, the Delegation ^ sent in 1930 by the Government 
to investigate conditions, on the Continent reported that in 
France, thanks mainly to reparations and to the depreciation 
of the franc, the iron and steel industry had considerably 
increased its capacity and had been equipped with the most 
modem plant, the post-War development of the industry 
having been such that foreign workers had had to be imported 
to make up a serious shortage of labour. This development 
had been facilitated by^the absence of effective organisation 
among the workers, which meant that the employer was 
free to make individual contracts of service and of wages 
with each workman. Moreover, the Delegation reported 
that, though schemes of social service in France are nothing 
like as complete as they aredn this country, and wages are 
on a much lower scale," the workers appeared to be satisfied, 
eager for hard work and exceedingly keen on the prosperity 
of their individual plant and of the industry as a whole. 
Similar conditions were reported to prevail in Belgium, in 
Luxemburg and in Czecho-Slovakia. Germany, according to 
the Report, was experiencing difficulties akin to those in 
Britain from the competition of the other countries men- 
tioned above and from certain special causes, but, by reason 
of the efficiency of her plant and equipment, was never- 
theless capable of a considerably increased production wheii 
conditions proved more favourable. 

Apart from the modernisation of plant and equipment, a 
great deal has been done in the countries mentioned to 
reduce production costs through the amalgamation or con- 
solidation of small individual concerns into large units, with' 

• ^ The Delegation consisted of Mr. J. A. Gregorson, secretary of the 
British Iron and Steel Trades Employers* Association; Mr. R. Dennison, 
assistant secretary of the Iron and Steel Trades Confederation (workers* 
organisation) ; and Messrs. E. C. Ramsbottom and F. S. Flint, representing) 
the Ministry of Labour. 

” According to the National Federation of Iron and Steel Manufacturers, ' 
allowing for tiie difference in hours, Great Britain in 1929-30 paid her steel , 
workers loos. as against Germany 67s., France 505., Luxemburg 495.,! 
Belgium 47s. and Czecho-Slovakia 425, ; 



58 BANKS AND THE FINANCE OF INDUSTRY 

a consequent saving of productive, administrative and selling 
expenses. 

In Germany, for instance, one result of the process of 
rationalisation is that at the present time the Vereinigte 
Stahhverke (United Steel Works), either directly or in- 
directly, controls practically 50 per cent, of the entire Ger- 
man iron and steel production, and, as a result, the degree 
of technical improvement has been remarkable. Fuel con- 
sumption is said to have been reduced as much as 70 .per 
cent, in some cases, as compared with 1913 ; the potential 
output of the industry per man-day was raised from 1341 Kg. 
at the beginning of 1925 to 1833 Kg. in Maj'’ 1930, while the 
efficiency in steel rolling is more than 30 per cent, greater 
than it was in pre-War days, witliin the present German 
boundaries.!; The position is now much the same in Belgium 
and France, and, of course, in the United States. 

In this direction, also, we find foreign conditions in distinct 
contrast to those in Britain. “ Up till very recently in tins 
coimtry about 70 per cent, of the output of iron and steel 
has been controlled by twenty-seven firms, some of which 
either have already amalgamated or are now in the process 
of amalgamating, reducing the effective number to about 
twenty concerns, which produce between them rather less 
than 7,000,000 tons of steel per annum — about a third of 
the output capacity of the United States Steel Corporation 
of America and about as much as the full capacity of a 
single German concern, the Vereinigte Stahlwerke.” ^ 

It is therefore not to be wondered at that, as the general 
result of these factors, while the production of steel in 
Britain increased during the period 1913-30 by only 26 per 
cent., production in the United States has groivn by about 
80 per cent., that of France, Germany, Belgium and Luxem- 
burg — ^the principal producers of Central Europe — ^by about 
45 per cent.^ ' And though the home consumption of British 
steel has increased considerably, our export Trade has fallen 
in the period mentioned by about 600,000 tons. 

^ The Times, on “ The New Way in Industry,” 15.5.30. 

^ ” Rationalisation in Germany,” the Statist, 3rd May, 1930. 

^ From figures given by IMr. M. S. Birkett, in a paper before the Royal 
Statistical Society (Vol. XCIII, Part III; 1930). 
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German v. English Currency Conditions. 

A comparison of the position of the British steel industry 
with that of Germany is specially interesting because the 
differences in recent development can without doubt be 
largely attributed to the different currency policies pursued 
by the two countries in recent years. 

In the years following the boom of 1920, prices in this 
country almost continuously dechned, and, as a result, wage 
costs were raised, unemployment increased, capital develop- 
ment was seriously curtailed, and repairs and renewals were 
postponed as long as possible, and, even when undertaken, 
were reduced to the minimum necessary to keep the concerns 
going. In Germany, during the same period, the currency 
was rapidly inflated, and workers who were receiving starva- 
tion wages were employed on a thoroughgoing reorganisation 
of plant and equipment. Hence, "with the assistance of vast 
loans raised in the United- "States, Germany managed to 
replace a high proportion of her iron and steel plant, which 
was already comparatively modem. Rationahsation in this 
direction began immediately after the end of the War, and 
though it had subsequently to pass through periods of violent 
change due largely to the depreciation of the currency, there 
is Uttle doubt that the efficiency of the industry, which is 
now second to none, owes much to that depreciation. ' 
" Taking the German iron and steel industry as a whole, 
there can be no doubt that the inflation which wiped out all 
loans and prior charges, besides enabhng manufacturers to 
'reap enormous profits, rendered the problem of re-equipment 
far easier than in this country.” ^ 

Moreover, while Germany has rapidly improved her rail- 
way system by building new equipment, ‘‘ we looked to 
economy through railway amalgamations, and, in ' conse-- 
quence, were able to postpone renewals even longer than' 
would otherwise have been possible. From an engineering! 
point of view our rolling stock is, or recently was, less 1 
efficient than of old, while Germany’s is far more efficient. 
And what is tme of railways is true of industry generally. ' 

^ The Times on The New Way in Industry/' 15.5.30. ; 
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In Gennany the average age of machinery, roUing stock 
and ships has been rapidly diminishing, while here it has 
been increasing. Such has been the result of a falling price- 
level.” 1 

It must, however, be stated that there are sjTuptoms, as 
evidenced at the second World Power Conference, that the 
processes of rationalisation in Germany are practically com- 
plete, particularly in the iron and steel and chemical indus- 
tries. As a result there has been a cessation of the demand 
for equipment which has reverberated throughout industry, 
reacting adversely on those sections — especially engineering 
and electrical manufactures— which have effected rational- 
isation, and so adding to the already heavy burden of 
unemployment. Moreover, rationalisation in Germany has 
resulted in the development of such large and powerful units 
that if has brought about an intensification of competition 
between the different concerns. 


The Engineering Industries. 

_ The general post-War depression has been markedly severe 
ui certain engineering branches of the iron and steel indus- 
tnes, particularly in the " heavy ” industry and shipbuilding 
sections, which are concerned with the production of instru- 
mental goods and which need expensive plant and large 
capital. These industries are extremely sensitive to outside 

influences and are vitally dependent on general industrial 
prosperity. 

The unfortunate position of the shipbuilding industry is 
ue partly to internal factors and partly to factors outside 
its control Dunng the War, the producing capacity of the 
m us ry both in this country and abroad was gfeatlv 
extended to meet the extraordinary demand for tonnage.' 
In subsequent years, demand rapidly fell away as a result 
of the cessation of armament construction and the slowing 
up of over^as trade, while the existing yards, by reason of 
increased efficiency, were able more quickly to turn out such 
tonnage as was required. Thus the shipbuilding industry, 

GmepcyPoUcy,” by Professor J. H. 
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once a most lucrative branch of British engineering activity, 
became afflicted with a catastrophic depression which served 
to accentuate fflso the unfortunate position of the associated 
iron and steel industries. 

Similarly, those branches of engineering industry con- 
cerned with textile machinery and steam engineering have 
suffered a heavy decline owing to the repercussive effects of 
depression in the cotton, wool and other industries. 

■ On the other hand, electrical engineering and the motor- 
car industry have shown considerable expansion. This can 
be attributed partly to the fact that both are comparatively 
new industries and have been organised according to modem 
conceptions of production, and partly to the protection 
afforded to them by the Safeguarding and McKenna Duties 
(see Chap. VIII). 


The Cotton and Woollen Industries. 

Probably in no direction has the need for rationahsation 
been rnore urgent than in our great cotton and woollen 
industries. They, more than any other British industry, 
ave long been characterised by small, essentially conserva- 
tive individual producers, with unfortunately narrow out- 
look, marked antipathy to interference and deep-rooted 
objection to change. " The greatest single contributory 
factor which has reduced our great cotton industry to its 
present parlous condition must be laid at Lancashire’s own 
door. The structure of her productive system, and the 
method of distribution to the world’s markets, which were 
well suited to the pre-War world, have been obstinately 
adhered to in post-War times, when a complete change-over 
to revolutionary principles of manufacture and marketing 

was being adopted by industry and commerce the world 
over.” 1 

Both the cotton and woollen industries are characterised ! 
also by extreme specialisation— a large number of small 
concerns speciahsing in certain processes or branches of the 
industry or in the manufacture of certain types or grades of 
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the product — and for this reason, if for no other, they were 
not as readily adapted for rationalisation as other industries 
where the product is, by its greater standardisation, more 
suited to mass-production methods. Only in the so-called 
finishing sections (bleachers, d3’^ers and printers) was there 
any attempt at combination until the post-War collapse, 
and recent experience has shown that the peculiarly indi- 
vidualist Lancashire temperament is at its strongest in the 
spinning and weaving sections, and has had much to do 
■with the difficulties traceable to lack of co-ordination and 
co-operation so marked in these branches of the industry. 

Since the cotton industry itself contributes far more than 
any other great industry to the total of our overseas exports, ^ 
it is to be expected that the depression therein should have 
given rise to widespread anxiety. Accordingly, in August, 
1929, 'a Committee of the Economic Advisory Council was 
appointed by the Government to consider and report upon 
the present condition and prospects of the industry and to 
make recommendations as to any action which might appear 
desirable and practicable in order to improve the position 
of the industry in the markets of the world. 

The Committee’s investigations " proved certain facts that 
were already only too well knovm. The trouble in the 
industry is traceable to surplus productive capacity, due 
partly to over-expansion during the boom period after the 
War but mainly to the great falling off in Lancashire’s 
trade with the Far East and South America, where the 
products of rapidly developing local industries have largety 
displaced articles of British manufacture,'^ especiaUj'^ in the 
coarser varieties. The difficulties have been accentuated 
by the financial chaos in the industry which was left;as an 
aftermath of the boom period when many factories changed 
hands at enormously exaggerated values, and the new con- 
cerns burdened themselves ■with huge prior charges in the 
shape of interest on debenture mortgages 'and bank loans, 

^ During the three years 1927-29 the average annual value of Britain's 
cotton exports was about ^^140,000,000, practically equivalent to the 
combined total of our annual exports of iron, steel, coal and machinery 
during the same period. 

- See Report, Cmd. 3615. 

3 See appended Table of U.K. Exports of Cotton Goods, 
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Avhich have served continually to increase costs of produc- 
tion, already excessive by reason of relatively high wages, 
high transport costs and high taxation, national and iocal.^ 
In a desperate struggle to keep going, the majority of 
concerns, especially in the American spinning section, for 
years worked organised short time and, by indulging in 
violent competition with each other and accepting orders at 
any price, brought themselves to the verge of bankruptcy. 
In addition, the scramble for such profit as was available 
resulted in violent competition between the various sections 
of the industry — certain sections (especially the combined 
finishers) seeking to gain at the expense of others and so 
militating against the sihooth working of the industry as a 
whole. 


These conditions, again, are radically different from those 
existing in other countries. About 8o per cent, of the 
Japanese cotton industry, for example, is controlled by only 
four firms, which produce and market cheap staple lines in 
bulk. Likewise, in the United States and in other countries 
where cotton manufacture is of more recent development 
than it is in Lancashire, the industry is controlled by large- 
scale organisations, which employ expensive automatic looms 
giving a high output per weaver. 

Lancashire's important rivals owe much of their success 
to a close study of markets, and especially to their regard 
for the fact that a relatively cheap product at a low price is 
required to meet the world demand, since the bulk of the 
consumers of exported cotton goods — many of whom are 
agriculturists — are persons whose purchasing power, always 
low, has been still further lowered since the War. 


causes of high production costs in the Lancashire cotton industrj^ 
- V ^®^dmir^Iy ^plained by Mr. Lennox Lee at the 1930 Annual ;Meeting of 
TT7 ^ ^ Printers Association. Expressing the opinion that industry 
T Pfy pensions, insurance, allowances and doles, 

added his conviction that the cotton trade could not improve until 
production were materially lowered through a reduction in 
in wages, transport costs and finishing charges. He explained that 
wnen longer hours were w'orked and wage rates w’ere lower, we 
holdmg our own against such countries as Japan, but since 
• costs have increased in every direction, and, as a result, Japanese 
cases 20 to 30 per cent. lower than British prices. He 
4^^* oped that a certain type of cloth, which cost the Association 379*53^?. 

67-4^. less in Japan, where a weaver’s wage of 13s. 6 dJ 
per week compared with 365. lo^f. in this country. 
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Clearly, the remedy for the position was to be found in 
following the foreign example, and in arranging, if possible, 
for the combination of the small units into large^ concerns 
capable of effecting economies, reducing production costs, 
and competing more effectively with foreign producers. 

In the words of the Report of the Government Committee 
appointed in August, 1929, " Lancashire must choose. She 
can lose her trade, she can reduce her standard of waps 
and living, or, perhaps, she can keep her trade and her 
wage standard by reducing costs and improving methods. 
Her rivals produce for stock, use cheaper cotton, and control 
sales and orders. It is for the trade, employers and employed 
in co-operation, to decide how salvation can be found m ap 
or aU of those changes. ... We are satisfied, from pe 
evidence laid before us, that the British cotton industry has 
failed to adapt its organisation and methods to changed 
conditions, and so has failed, and is failing, to secure mat 
cheapness of production and efficiency in marketing which 
alone sells staple goods in the East to-day. 

Consequently, the Committee recommended that Lanca- 
shire should {«) increase the use of cheaper short staple 
Indian and Empire cottons; (i) develop ing spinning and 
the use of high-draft and high-speed winding machmep, 
(c) increase the number of automatic looms, and consider 
double shift working; {d) re-organise the inpstry m larger 
units not only in spinning and manufacturing, but^ also m 
merchanting; and (e) develop co-operative production and 
systematic marketing. 

It had become obvious that the spinners and weavers 
could bargain effectively with the strong cornbines in the 
bleaching, dyeing and printing sections of the industry:only 
by combining themselves, while, by so doing, they would 
ensure a better balance between the production of yarn and 
the outlet for it. It was certain, too, that the industry 
would benefit from a measure of vertical combination 
between the manufacturing (f.e. spinning and wea^ng 
branches) and the finishing sections, for, in the past, there 
has been obvious need for much greater co-operation and 
understanding between these two great divisions of the 
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' mdustrJ^ Hence, the Committee expressed the opinion that 
it was “ of the utmost importance that weU-considered large- 
scale amalgamations should take place,” and that the amal- 
gamations “ should be large enough to secure the maximum 
economies from bulk production, and strong enough to obtain 
the finance required for the equipment of their mills with 
the most efficient modem machinery. ... It is of the 
essence of any technical re-organisation of the industry that 
there should be the most careful adjustment between the 
various processes of production. This aspect of re-organisa- 
tion, therefore, reinforces strongly the arguments for the 
formation of both large and strong units within the spinning 
and manufacturing sections and also for the establishment 
of a close relation throughout the various stages of produc- 
tion from the raw material to the marketing of the finished 
product.” 

COTTON TRADE STATISTICS 

(From an article *** Where Lancashire Leads the World/' by Sir Ernest 
Thompson, Chairman of the Cotton Trade Statistical Bureau, Financial 
News, 7.5.19300 

Exports of Cotton Piece-goods from the United Kingdom. 


(Million yards.) 



Average. 

1 1909-13, 

1925. 

1 1926. 

1927. 

1928. 

1929.1 

Total (to all countries) . 

6,482 

4.637 

3.923 

4,189 

3.934 

3.754 

India (including Burma) 

2,508 

1.336 

1,460 

1.551 

1.452 

1,288 

China and Hongkong 

587 

191 

194 

117 

210 

207 

Rest of Far East . 

574 

447 

319 

360 

335 

332 

Central and South 





481 

America , 

798 

582 

460 

444 

454 

Europe (excl, Balkans) . 

362 

4S1 

332 

400 

335 

299 

Near East (incl. Balkans) , 

S24 

679 

392 

494 

399 

413 

Africa . . . • ' 

316 

399 

310 

340 i 

354 

327 

Australia and New 






Zealand . 

214 

204 i 

211 

220 

172 

204 

United States and Canada 

146 

134 ' 

97 1 

93 

82 

72 


^ Converted from square yards. 


Commenting on these figures, the writer states : ” The total 
fall compared v/ith the. pre-War level is about 2500 million 
square yards a year. The development of new industries which 
have ousted British imports in their home markets is responsible 
for about 1500 million square yards. The remainder, 1000 
million square yards a year, has been lost through foreign com- 
F 
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petition in neutral markets. The chief losses in the former 
group have been in India, China, Brazil and Canada. Neutra_ 
markets in ivhich our trade has been seriousty affected by ^m- 
peting importers include the Dutch East Indies, Egypt, Eas 
Africa, tlie Argentine and other South American marKets. 

The figures enable us to grasp the essential fact that 
Lancashire’s past prosperity has been built up upon her 
markets in the Near and Far East. India and China, with 
their teeming millions, take colossal quantities of her goods, 
and in these two markets, constituting between a quarter 
and a third of the population of the world, Lancashire 
cotton goods were overwhelmingly predominant until the 
advent of the Great War. 


Imiernational Trade in Cotton Piece Goods. 
(Values converted on the mean rate of exchange for each year.) 
{£ millions.) 


From — 

United Kingdom 

J apan 

France 

Italy . 

United States 

India 

Czecho-Slovalda . 
Holland 

Germany - 
Switzerland 

Belgium 

Poland 


1925. 

1926. 

1927. 

1928. 

1929. 

. 

150*63 

36*61 

16-24 

18*38 

16*56 

4-56 

10-82 

8*82 

5’49 

4- 54 

5- 21 
i-gS 

116*05 
40*13 
14-28 
14*56 
14*32 
5*13 
10-27 
7*82 1 
4*73 
3*52 
4*98 
0*95 

110*00 

37*24 

18*84 

13*31 

14*44 

5*13 

II-S9 

7-76 

4*68 

4*34 

5*23 

01*15 

107-30 

33-64 

16*60 

14*12 

14*77 

4*03 

11-42 
8-42 
5*01 
3*90 i 
6-21 
0*78 

99*26 

39*23 

i6-i6 

13-71 ♦ 
15*7^ 
3*S6 
10*54 

8-i8 

5*23 

3-60 

6-40 

0*74 

Total (above countries) 

279*84 

236-74 

234*01 

226-20 

222*62 

U.K. percentage of total 

53‘S 

49*0 

47*0 

47*4 

44-6 


* Estimate. 


In the opinion of some experts, Lancashire’s Eastern and 
South American markets for her coarser products are per- 
manently reduced,^ and thej'’ urge that her s^vation lies 
not only in re-organisation, but also in concentration of 
effort on the production of finer cloths: for which she is 
happily still unrivalled in the world’s markets. The Govern- 
ment Coiriinittee, however, stressed the importance of action 
to increase Lancashire’s exports' of low-priced articles, and 
1 See the Table appended. 
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rightly directed attention to the need for a vast amount of 
work in the direction of market research. Lancashire, un- 
fortunately, is now suffering from the fact that her manu- 
facturers have concentrated on production and paid little 
attention to selling. The latter has been left to the mer- 
chant, either here or abroad, and so there has not been that 
intimate relationship between the Lancashire producer and 
the foreign consumer which is so essential now that world 
marketing conditions are far more competitive than they 
used to be. 

For these reasons, the Committee suggested much greater 
co-operation between the manufacturing and merchanting 
sections of the industry- \vith a view to establishing a co- 
ordinated sales policy suited to the needs of production. 
The Committee expressed the opinion that the system 
whereby low-priced bulk goods are sent abroad by mer(Aants 
only to order has failed and that, to secure the well-being of 
the industry, radical steps should be taken to ensure the 
successful marketing of such goods. 

Finally, the Committee considered that immediate action 
on the lines suggested was imperative in view of the urgent 
crisis in the industr}’’, and gave its opinion that, if ^y section 
of the industry proved recalcitrant, it would be “ the duty 
of His Majesty’s Government themselves to consider inviting 
Parliament to confer upon them the necessary powers.” 

The Yorkshire Woollen Industry. 

Altliough the Yorkshire woollen industry is not nearly as 
mportant from the standpoint of export values and numbers 
employed as the cotton trade of Lancashire, the fact t at i 
is one of our oldest established and was at one time one of 
our most profitable industries claims great concern for the 
present depression therein. Moreover, the problems wit 
which the wooUen industry is faced are very much akin to 
those in the neighbouring industry. During the post-War 
boom period there was such a great extension of productive 
capacity that it became far in excess of demand, although, 
lilce the cotton industry, the difficulties became much more 
pronounced in one division — ^that of woollen manufacture 
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than in the other, the worsted branch. In the latter, 
economies have already been effected by vertical combina- 
tion between the carding, spinning and weaving sections, but 
there is still room for considerable progress in this direction. 

In the woollen branch, however, the units of production 
are smaller even than those in the cotton industry, and the 
trade has suffered severely in recent j'^ears from the effects 
of the world collapse in wool prices, iiie boycott of English 
woollen goods in China and India, foreign competition, short- 
time working, excessive individualism leading to cut-throat 
internal competition, weak selling and high production costs. 
All of these have accentuated the difficulties with which the 
industry’’ was already faced as a result of the falling off in 
demand following the changes in fashion — especially the 
replacing of woollen fabrics and hosier}^ by artificial silk, 
and the introduction of the short skirt. 

As in the case of the cotton industry, it was recognised 
that the remedy lay in rationalisation in both the producing 
and distributing branches of the industry. Only by greater 
co-operation between the small units such as must follow 
horizontal combination and vertical integration can the 
industry hope to compete effectively with the weU-organised 
woollen industries of France and other countries and so regain 
at least some part of its lost position in world trade. 

The Coal-jiining Industry. 

It, is the same with the coal industry. Although on the 
Continent — in France, in Belgium and more particularly in 
Germany — ^the coal industry has been practically re-organised 
since the War, in this country, in spite of repeated disasters 
and widespread concern at the position of the industry, it 
still remains " a classical example of the misfortunes of 
non-rationalised industry.” In spite of its geographical and 
geological advantages, the British coal industry remains 
years behind those of other countries in both equipment 
and organisation. Output is wastefully dispersed over a 
great number of small producers, the rate of production per 
man is lower than that in any other important country, and 
the methods of distribution to the consumer, with their 
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heavy addition to cost, are a source of wonderment to other 
nationals. 

" It is clear that, in this industry, much depends on the pro- 
gress of amalgamation, without which adequate plans for con- 
centration of production and modernisation of plant cannot 
possibly be prepared and carried through. If, where the cir- 
cumstances are favourable . . . plans are developed for the 
better utilisation of all the coke-oven products, including regional 
gas supplies, a large expenditure for entirely new plant in asso- 
ciation TOth coke ovens will have to be provided for. In the 
sphere of coal-getting, merely to bring the majority of the pits 
which should be retained in production up to the level of the 
best new and modernised mines will be a task of great magnitude, 
involving very heavy expenditure on cutting machines, hand 
implements, haulage mechanism, -winding gear, and new buildings 
and labour-saving lay-outs at the pit-top. Wider re-organisation 
of the underground workings which would be made possible by 
certain amalgamations demands the sinking of new shafts, while 
progress in the cleaning and grading of coal on the scale required 
to place the British industry on- the average level of its competi- 
tors calls for a rapid increase in the number of washing or other 
forms of cleaning plant, and of modem screening equipment.” ^ 

Apart from such, drawbacks due to its internal inefficiency, 
the industry has been severely handicapped by a number of 
external factors. In particular, it was subject to consider- 
able expansion at a time when demand was rapidly declining, 
owing partly to intense foreign competition following over- 
production throughout the world, and partly to the use of 
alternatives such as oil and electricity. 

As a result, the productive capacity of the industry is 
greatly in excess of requirements, while its high costs prevent 
adequate expansion of its markets. It has come to be 
realised, therefore, that the coal industry cannot hope to 
revive without some attempt at the regulation of output and 
the control of prices, based, if possible, on international 
co-operation. 

Absence of Unanimity among our Industrial 
Leaders. 

In spite of the apparently almost unquestionable weight 
of e-vidence in favour of the -view that rationalisation is long 

^ The Economist, " Re-equipment of British Industry," 25.1.30. 



70 BANKS AND THE FINANCE OF INDUSTRY 

overdue in tliis countrj^ business men are even yet by no 
means unanimous on the point. So ve find that, while tlie 
managing director of an important shipbuilding firm ex- 
presses agreement with a statement that much of the plant 
in this industry is obsolete, another shipbuilder, with an 
apparentl}’- equal claim to speak authoritative^, declares 
that the industry is generally up-to-date and efficient. Col- 
lier}’- owners and steel masters have quite recently expressed 
similar contrary \dews, and it is therefore small wonder that 
the man in the street feels bewildered as he reads such 
conflicting assertions. 

Fortunately, British industry is not without clear-sighted 
leaders, and some of them have not sought to minimise the 
urgent need for action; for instance, Mr. Lennox B. Lee, 
who has con\’incingly stated : ^ *' The trade of the country 
has now become a national question ; the time has passed 
for it to be merely the occupation or concern of an individual 
or of a group, and the determining principle -must, therefore, 
be a combined effort of all sectional interests to a common 
end. Every export trade has thousands of producers and 
distributors competing against eacli other and yet not cover- 
ing the ground : there is unnecessary waste of energy and 
expenditure; undercutting produces a state of economic 
insecurity ; a variety of obstacles impede the attainment of 
the country’s ultimate object, which should be to produce 
cheaply, and in mass, the requirements of actual and poten- 
tial markets. We add to our difficulties by a system of 
distribution suitable only for an era of handicraft. This 
fight for the export trade is not one between individual 
units, it is between nations. We are up against the organising 
genius of President Hoover, the forcible personality of -Signor 
Mussolini, the technique of the Germans, the cheap labour 
and growing, skill of the East and the methods of Russia. 

" Our competitors,. have been, and are, investigating, 
organising, educating and bringing to bear the whole re- 
sources of their respective states to obtain that complete 
co-operation which is essential, and, if we are to hold our 

^ In an Address on " Co-operation between Finance and Industr}’’ ” to 
the Federation of British Industries, 9.4.30. 
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o\vn, we must display similar enterprise. What we want is 
an authoritative lead and a constructive policy, and without 
these we shall go on groping with that crude instinct that 
something must be done, while lacking the vision or the 
drive to overcome our inertia.” 

Inadequacy of Scientific Research and 
Standardisation. 

One extremely important reason for the inconsistency 
which appears to prevail in industrial circles is the absence 
of precise knowledge, due mainly to the backward state of 
research on industrial matters. 

"Although considerable progress has been made during the 
past ten j'ears, there is little doubt that industries in other 
countnes are far ahead of Great Britain in the application of 
science to the solution of industrial problems, and in appreciating 
the advantage to be derived from the use of new and improved 
methods of manufacture. 

deprecating the work accomplished by 
the Department of Scientific and Industrial Research, which has 
both induced industries to organise and conduct their own 
research by means of Industrial Research Associations, and also 
itself carried out important research work of national importance, 
it is also equally vital that the concerns engaged in industry 
shall themselves undertake a considerable programme of specific ' 
research for their own benefit. 

" In one of those valuable Reports on ‘ Factors in Industrial 
and Commercial Efficiency ’ issued by the Balfour Committee, 
information is given of the amounts spent on research by some 
of the large American concerns. In 1924 the General Electric 
Company spent three million dollars; the Du Pont Co., two 
miUion dollars; General Motors, one million dollars, and the 
staff employed on research in the laboratories of these firms 
^50 to over 500. The research laboratories of the 
^ j ^nd its associate, the American Telephone 

employ a staff of 4000 persons, of whom 
looo are trained engineers, chemists or other scientific men. 
One of the German companies manufacturing chemical and allied 
products employs 2000 research chemists, and the large iron and 
steel corporations also spend large sums for research purposes, 
one concern alone devoting £ 600,000 to expermiental work in 
connection with the distillation of coal. , 

Britain,^ althqugh considerable research work is 
certain industries — as, for example, the electrical 
and chemical trades — and tangible results have been obtained 
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since the War from the work of tlie Research Associations, the 
staffs emploj'ed and the expenditure incurred are small compared 
with the United States and German3% and, if and when our 
industries become rationalised, it is essential that all the large 
combines should augment their research departments and attract 
the best brains from our universities with a view to the adoption 
of scientific methods of control over technical operations and the 
more extensive application of science to industry. 

“ Research work must follow on the survey of markets made 
by the sales organisation, which should forecast the probable 
lines of development required. In a commercial concern it is 
not the function of the research department to deal with matters 
of purely scientific interest, but to carry out such research work 
as will lead to the expansion of its trade and the extension of 
its activities, or alternatively to problems of production to reduce 
costs and to secure greater e^ficienc3^'’ ^ 

Thus the unvarnished truth is that we do not possess 
adequate data on which to base anything approaching a full 
and reliable comparison between the present technical equip- 
ment of the depressed industries and that of the same indus- 
tries in other countries which have been reconstructed to a 
greater or less degree in recent years. No research organisa- 
tion capable of ascertaining the facts exists in this country. 
Even if we possessed one, it is doubtful if its staff would be 
able to gain access to all the sources of information, since — 
as Sir Josiah Stamp has pointed out — " traditional secrecy 
and conservatism prevent anyone from knowing the total 
position of an industry or the relation of its parts.” 

, Re-organisation of Marketing Methods. 

Only too frequently any discussion on the need for the 
re-organisation of British industry overlooks the vital fact 
that re-organisation of internal machinery is but onelaspect 
of the problem of rationahsation and that the encouragement 
of production is likely to be of little permanent value unless 
it is accompanied by a thoroughgoing improvement in exist- 
ing methods of distribution. This fehtufe is all the more 
important in view of the fact that the result of a policy of 
rationalisation is to increase output and so to accentuate those 
difficulties attributed to world overproduction. Already 

J* " Some Aspects of Rationalisation," by Sir Mark Webster Tenkinson 
(Gee, 1929). ■' 
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we have great difficulty in finding adequate outlets for our 
products. Several overseas markets wherein the British trader 
was once supreme are now partly or whoUy closed to him 
thanks very largely to the growth of tariff barriers through- 
out the world— a development which cannot but affect pre- 
judicially the position of a country dependent on the export of 
from one-fourth to one-third of its total industrial production. 
This unhappy development has been markedly accentuated 
since the Peace Treaty added approximately 7000 miles of 
new frontiers in Europe, and since the British Dominions, 
anxious to foster their o-\vn young industries, have excluded 
some of our products bji-Jiigh tariff barriers. 

Then we have to face the fact that the consumption of 
many commodities, both at home and abroad, is still on a 
scale which does not compare with that of the post-War 
boom period. The producer is no longer the pivot of the 
economic machine ; no longer does the world offer markets 
capable of indefinite extension to a continually growing 
production. Consumption throughout the world is at a low 
ebb ; the consumer now dictates, and consumption must be 
stimffiated if productive capacity is to be improved. 

Furthermore, there is the fact that certain of our leading 
industries, notably those connected %vith cotton and wool, ' 
have suffered considerably from post-War changes in fashion. 
Less clothing is now being worn, particularly by women, and 
that which is being worn is composed of more expensive 
tissues. Wool and cotton have given place to silk and rayon, 
\vith the result that, while the newer industries, especially 
those connected with artificial silk, have developed enor- 
mously, the manufacture of cotton and woollen goods has 
fallen on particularly bad times— so much so, indeed, that 
apparently the only salvation lies in a change over from the 
production of coarser to finer products more suitable to 
present-day taste and fashion. We have therefore “ got to 
reahse that our semi-monopoly — as regards at least the 
heavier, more rudimentary and less sldlled branches of their 
manufacture — has gone, without any prospect of its return.”^ 

Bank^3(i^’^|g Annual General Meeting of the Westminster 
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So we must iise every endeavour not onlj' to extend our 
existing products and markets, but also to concentrate on 
new productions and on the finer industrial processes. 

In some cases the falling off in British overseas markets 
has been accentuated bj”- the rapidly changing economic 
conditions in other countries. The best known and most 
significant example is, of course, the loss of Lancashire's 
market in the East. For years the Lancashire cotton manu- 
facturer was supreme in his ovm line, not only because of 
the skill with which he turned out and marketed his goods, 
but also because the county is blessed with a climate specially 
suited to cotton manufacture. But Lancashire’s great cus- 
tomers of the past, India and Cluna, have in recent years 
rapidly developed their owm cotton industries, and are deter- 
mined to satisfy their owm requirements for cotton articles. 
In the words of ]\Ir. Holland Martin, ^ Lancashire’s “ once- 
vaunted safeguards of climate and skill are no longer invul- 
nerable.” Other nations have learned to reproduce scien- 
tifically the exact conditions of the damp Lancashire climate 
in mills situated in the most arid districts, while they have 
found that the highest skilled artisans and managers will 
move even half-way across the world if the financial induce- 
ment is sufficiently strong. 

Another important point, which bears on this question of 
the retention of our overseas markets, is the fact that British 
traders are slow to recognise that their once easily satisfied 
customers in countries such as India and China have now 
become most discriminating buyers, with a vide choice of 
potential sources of supply and \vith a full cognisance of the 
keen competition among the exporters of many nations for 
their custom. 

Dealing with this matter recently. Sir Harry Goschen - 
said, “ We must recognise that great changes have taken 
place in the last five- years in the national ^sentiment of the 
Chinese people. They wish to negotiate with European 
firms direct without the intervention of agents and com- 
pradors — a great change, gnd one which will necessitate a 


^ At the Annual General Meeting of Martins Bank, 1930. 

2 National Provincial Bank Annual General Meeting, 1930. 
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radical rearrangement in the methods and practice of our 
great merchant firms in that country. They are, of course, 
better able than I to weigh the risks and advantages involved 
in such a change, but if we do not show ourselves ready to 
meet our prospective customers it is certain someone else 
will.'* 


Stimulating the Buyer. 

In the past, at any rate, our exporters appear to have 
paid scant attention to the vital principle of overseas trade, 
that the mind, the habits and the needs of the customer 
must be the constant and sympathetic study of those who 
wish to serve him, so that goods or services can be designed 
and produced which will supply those needs perfectly— 
better, if possible, than ever before." And in recent years it 
has become increasingly clear that " we must not be content 
to seek markets for the goods^nd services we are producing ; 
we must design, if necessary, other goods and services that 
\vill best serve the customer. The seller must have an 
imaginative and informed understanding of the market." ^ 
Clearly, the export trade of this country is vital, not only 
because it has to furnish most of the resources wherewith to 
pay for our vast imports from overseas, but also as affording 
an outlet for much of the fruit of our industrial effort. 

Great Britain depends, and must depend, for its exist- 
ence on the continued export of manufactures ; but it has 
no monopoly of production, and other countries also export 
in competition. Though the world as a whole is not over- 
burdened with material wealth, the world-market for the 
particular kinds of goods produced in Great Britain is not 
unlimited. Certain goods sell best in certain markets, and 
such markets must be cultivated." ^ But our exporters 
have a great deal to learn from those of other countries in 
the matter of stud5dng and endeavouring to meet the precise 
needs ^ of their overseas customers. Much remains to be 
done in scientifically advertising our products. Our over- 
seas publicity should be directed to emphasising the special 

Mr. ^ow Sir) F. W. Goodenbugh in an address at the Annual Confer- 
. Incorporated Sales Managers' Association, 17.5.30. 

British Industries and Empire Markets/' by A. J. Sargent, M.A. 
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qualities of our goods and should be devised so as to afford 
in each country the greatest degree of appeal to the par- 
ticular people concerned. “ America is doing veil,” said 
Lord Riddell recently,^ " because she advertises, because 
she is creating an American atmosphere. Britain is not 
doing so well as we would like her to do because the British 
manufacturer, as a general rule, does not believe in adver- 
tising. It is a very extraordinary fact that if a British 
importer wants information about foreign markets he must 
go to an American advertising agency to get it. That is 
not as it should be. It is a very difficult thing for us to 
appreciate that other countries have changed during the 
last ten 5'ears almost in the same proportion as this countrj’^ 
has changed. It is ver}’^ difficult for traders who do not go 
abroad to realise that the selling methods that are required 
in foreign countries have changed, that advertising has 
advanced there as much as it has over here.” On the same 
occasion he reminded manufacturers that periods of business 
depression demanded hea\aer advertising than sufficed when 
trade was booming, but he did not advocate selling effort 
in the face of an obvious change in consumers’ habits, which 
had rendered a product less acceptable. "Wliat was needed 
was the adjustment of the product to the buyer’s needs. 

Stimulating the Home Market. 

The necessity for a thoroughgoing marketing effort on 
the part of producers applies as much to the home market 
as it does to the export trade. A recent investigator ~ has 
demonstrated how the vast economic upheaval consequent 
on the War has brought about important changes, in the 
distribution of income. In recent 3’’ears there has been a 
marked shifting of income from the richer to the less wealthy 
classes in tlie communit}^ Real wages have increased not 
only because the share of the national income now accruing 
to the wage-earner is larger than ever before, but also 

^ Address to the Publicity Club of London, 28.4.30. 

“ Mr. A. Loveday, Head of the Economic Intelligence Sendee of the 
League of Nations, whose views, given in the Index " for January, 1930 
(Svenska Handelsbanken, Stockholm), were the subject of comment in the 
Westmwster Bank Review for April, 1930. 
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because prices have fallen and because the worker now 
enjoys far more hours of leisure than was the case twenty 
years ago. So we find that, following the increased spending 
power and greater spending time on the part of the masses, 
the whole character of demand has changed in relation to 
supply, and, in particular, has led to a perceptible transfer 
of demand from necessaries to comforts and luxuries. 
Demand, as a whole, is consequently far more unstable than 
it was before the War. A population which, having satisfied 
its basic needs for food, clothing and shelter, is in a position 
to spend a higher proportion of its income on an endless 
variety of comforts, and luxuries is extremely susceptible to 
efficient salesmanship and-extensive advertising. Now, more 
than ever before, producers have to be ready not only to 
follow immediately any wide change in taste or fashion or 
fancy, but also to create a demand for their own particular 
product. And in the “ luxury " trades especially, producers 
have to realise that their most formidable competitors are 
not other producers in their respective lines, but other indus- 
tries turning out products which make a rival claim on the 
choice of the consumer. 

^ The truth of this argument received nation-wide confirma- 
tion in a great effort made throughout the country in July, 
^930, to improve the home*market for cotton goods, by the 
organisation of a “ National Cotton Week.'' Ten thousand 
shop windows displayed home-produced cotton articles, and 
various devices were employed to encourage their purchase. 
At a luncheon held on 2nd May, 1930, to herald the cam- 
paign, some illuminating references were made to the causes 
of the depression in the Lancashire cotton industry. Ex- 
plaining that much of the business lost to the cotton trade 
in the home market was due to changes in fashion, Mr. F. 
Holroyd, chairman of the National Cotton Week, said that 
the sales of cotton cloth at home were less by four hundred 
million yards than they were before the War, due mainly 
to the fact that " skirts were shorter and petticoats totally 
eclipsed. Where our daughters to-day wear three or fouu 
yards of cotton cloth, our mothers used to wear at least 
ten. On the basis of one renewal every year that means 
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some 140 million yards less trade every twelve months.” 
Adding that no power had contributed more usefully than 
publicity to the progress and extension of industry, Mr. 
Holroyd pointed out that, while the public benefited from 
advertising by finding out the most valuable and the most 
useful things to promote its comfort and pleasure, the con- 
sumer also benefited because the increased sales created by 
advertising made cheaper prices possible. 

The foregoing facts reveal unmistakably the vital need 
for the development of consumption as Well as of production, 
of rationalisation commercially as well as industrially and 
financially. They prove that it is obviously useless to spend 
millions on industrial re-organisation unless the most pains- 
taking attention is at the same time being directed to sales 
promotion," the fostering of existing markets and the opening 
of new ones. The price at which we can produce, and the 
markets for our products, are the two essential elements of 
our present industrial problem. : 

The Handicap of Deficient Marketing Statistics, 

One vitally important respect in which the British trader 
is heavily handicapped in his efforts to create a wider market , 
for his products is in the serious absence of marketing 
statistics. So pronounced is our deficiency in this respect 
that it is difficult — ^if not impossible — ^for our merchants to 
market their goods on a scientific basis either at home or 
abroad. 

" B}^ contrast with our chief industrial competitors, Germany 
and tlie United States, our statistics are at least a generation 
behind. The fault by no means rests entirely on of&cial shoul- 
ders; many business men and not a few trade associations are 
sinners as well. It is no wonder, therefore, that our industries 
are often forced to resort to rule of thumb for sheer lack of 
knowledge. ' 

“ To multipty instances of our statistical shortcomings would 
be easy but not particularly helpful. What really matters is 
that we should set to work to improve the situation. The first 
practical step is to ascertain precisely what material is at present 
being compiled. Even now many industries collect information 
but do not publish it — ^though publication would be beneficial 
to all and harmful to none — and a comprehensive survey should 
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be made of this material. The second step is for business men 
to ^ state precisely what information they need and desire The 
third step is to see whether the statistical departments of the 
Goyemment, by sm.aU and inexpensive internal adjustment of 
their existing work, cannot satisfy at least some of these needs 
When this stage is reached we can then think profitably about the 
many extensions of our knowledge which will still be vitally 
i^cessary. To achieve these ends it will be necessary to enlist 
the fullest aid of the business and particularly of the marketing 
community, and the Board of Trade might well be advised to 
set up a strong and representative advisory committee for this 
purpose. 

To-day we are rationahsing our industries and reconstructing 
our economic organisation. A failure to rationahse our statistic^ 
at the same time would be folly. Statistics describe accurately 
the world in which we Inre and work. Without them we can 
only grope -in the dark — ^while our competitors move in the full 
light of knowledge. Even rationalised industries cannot market 
properly at home or abroad unless they are accurately informed.”^ 

Dealing with the same problem, Sir William Crawford ^ 
has aptly remarked that “ We ought not to forget that our 
home trade is six times as great as our export trade, and at 
least as much in need of stimulation if British industry is to 
be restored to full prosperity. Yet in their navigation of 
the home market our manufacturers are still scarcely better 
served than were our sea captains before the days of charts 
and compasses. For example : 

" (a) Incomes.—'Even in this age of mass-production and mass- 
consumption, the numbers of people receiving incomes of various 
sizes are unknown to the manufacturers or the pubhc, with the 
single exception of the comparatively small number of sur-tax 
pa5?ers. 

(b) Pi'oduction. ^At this period, when it is of vital import- 
ance that manufacturers should be able to budget their produc- 
tion in proper relation to the capacity of their markets and the 
extent of the competition that they may face, most industries 
Qo not pubhsh (nor in the main do they compile) statistics 
snowing the volume of their monthly output. 

(c) Consumption . — No figures at all are available for con- 
sumption, except in tliose cases where we import all that we 
consume. In these matters our Government departments are 
nampered by considerations of expense . . . but the business 
community itself must bear at least a large share of the blame 

I T Jules'Menken to the Financial News. 20.4.10. 

Letter to the Financial News. 29.4.30. 
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for not having awakened earlier to the need for better market 
information, and for not having made known its specific require- . 
ments to the ofhcial bodies concerned.” 

Rationalising the Market Process. 

The exact form of re-organisation on the selling side must 
depend upon the peculiar conditions in each trade, i.c. 
whether the trade is confined to home or foreign markets or 
whether it is divided between the two. But whatever the 
conditions, two essentials must be realised in any effective 
scheme : these are the control of sales and the control of 
prices. The control may, owing to the existence of inde- 
pendent producers, be only partial, in which case it will be 
less effective, and this is the chief difficulty in the ivay of 
marketing schemes where foreign competition is strong. 
Assuming, however, that complete control of the entire pro- 
ductive machinery is obtained, the ideal marketing scheme 
is built on well-recognised lines. : 

First, it is necessary to estimate the demand for the 
goods ; this, of course, is not a fixed amount. By inaugu- 
rating publicity schemes and employing agents and repre- 
sentatives who know their work thoroughly it is usually 
possible to encourage a great expansion in demand. How- 
ever, when an estimate of the demand has been made, it 
becomes necessary to allocate the sales in response to the 
demand amongst the productive units incorporated in the 
scheme. Usually this is done by calculating first what is 
kno\Vn as a " basic output ” for each unit — ^in effect the 
maximum efficiency output of the unit. 

If we suppose, by way of illustration, that the aggregate 
basic output for all the units is 1,000,000 items and that the 
estimated demand is 750,000 items, then it will be obvious 
that each unit may be allocated 75 per cent, of its basic 
output as its quota, of production for the period under 
review. 

In this way, provided accurate estimation is made, both 
under-production and over-production are eliminated, pro- 
duction can be planned in advance and great savings can 
be effected. A necessary corollary of any such scheme is 
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tli6 various contracts of sale sliould, Le entered, into by 
a central body, by whom the work should be apportioned to 
those units most suitable for its performance. The same 
central body should be responsible for carrying out whatever 
publicity campaigns are considered desirable, for maintain- 
ing up-to-date statistical and credit information files, for 
fixing prices, and, where it becomes possible, for negotiating 
and entering into international agreements with foreign 
producers. 

At first sight it might appear as though such a scheme as 
is outlined above is possible only when the whole of the 
producers in an industry are willing to co-operate. To a 
certain extent this is so; for until all the producers have 
submitted to control there can be no absolute control over 
sales and prices. But it is possible, nevertheless, for the 
scheme to apply to a portion of the producers only. 
Obviously, such a modified scheme will not be as powerful 
as one having full monopolistic control, but the constituent 
members will nevertheless derive such enormous benefits 
from the co-ordination of sales administration and the avail- 
ability ‘of information on all matters respecting sales and 
markets that they will usually be able easily to compete 
with unfettered producers and eventually induce them to 
come into line. 

One of the finest examples of rationalised marketing is 
afforded b}^ the German Rhenish-Westphalian Coal Syndi- 
cate,- which controls the output and sale of almost the 
entire production of the Ruhr coal-field, and has been able 
to enter into agreements with producers in France, Belgium 
and other parts of Germany. In contrast to this organisation 
we may cite the coal-marketing organisation in the Midlands 
of England, known as the Central Collieries Commercial 
Association (the “ Five Counties Scheme which at one 
time controlled a large proportion of the coal produced in 
the Midland coal-fields and did not meet with much success. 

Progress so far Achieved. 

So as not to leave this, important question on a note of 
undue pessimism, we may observe that evidence is not 

G 
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wanting that British industry is gradually though slowty 
increasing its producthity and effecting considerable econo- 
mies in operation. Infonnation provided at the World 
Power Conference at Berlin in June, 1930, indicated that 
both in electrical manufacture and electricity suppl)^ Great 
Britain is definitely ahead of continental countries. Her 
electrical manufacturing plants were said to be superior, 
her best generating stations more efficient, and she was said 
to have more efficiently solved the problem of national 
co-operation than other nations who are faced with much 
the same difficulties. In such respects, Britain was said to 
have obtained an advantage of years over her chief com- 
petitor, Germany, where the average price for electric power 
is considerably more than it is in this countrJ^ with a 
prospect of an increase of this advantage on our side 
Iron and Steel . — In regard to iron and steel, there is little 
doubt that while, in these industries especially, British indus- 
trialists have been on the whole much slower than those of 
other nations to realise the need for modernisation, yet 
much progress has already been achieved in this direction. 
The Vickers-Cammell Laird fusion, and the amalgamation 
between Dorman Long and Bolckow-Vaughan, afford strik- 
ing evidence of the crystallisation which is now rapidly 
proceeding and which will doubtless be attended by great 
economies through the elimination of much overlapping and 
wasteful competition. Similar advantages may be expected 
to follow the historical reconstruction of the vast iron firm 
of Sir W. G. Armstrong \^fiiitworth and Co., a re-organisation, 
involving financial difficulties of the first magnitude, which 
was made possible by an unparalleled sacrifice on the part 
of the Bank of England.^ - 

In other ways, also, strenuous endeavours are being made 
within thciindustry to improve the position. For example, 
an Industrial Research Council has been set up to supervise 
research calculated to improve the general productive 
efficiency 'of the industr3^ Then the British Steelwork 
Association has been formed with the main object of 
stimulating, by means of commercial research and publicity, 

^ See Chapter VI. 
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the increased use of steel, wliile the .British Steel Export 
Association has been brought into existence for the purpose 
of developing the export trade. 

In the light of such developments it is impossible not to 
be optimistic about the future of the industry. As a world- 
renovmed American exT)ert ^ recently stated, " Great Britain 
possesses unrivalled opportunities to become supreme in 
iron and steel. You cannot be supreme in, say, agriculture 
or petroleum, but you can in steel. You have all the raw 
materials here — coal, iron, limestone and also shipping 
facilities — ^but you lack imagination and initiative. Some 
of your plants are the best in the world — for instance, the 
Stewarts and Lloyds fabe mUls and the Lysaght tinplate 
works — though so far they are few in number.” 

Coal . — ^The coal industry, too, has come to realise the 
benefits of rationalisation and of the improvement of its 
marketing methods. 

It was not until the beginning of 1928, however, that real 
attempts at re-organisation were made by the industry itself 
with a view to meeting foreign competition. The Five 
Counties Scheme was the most important plan, and was 
intended to cover aU collieries in the Midland Counties, with 
a combined output of about 100,000,000 tons. Briefly, this 
Scheme consisted of two parts, the control of output and the 
development of the export trade. 

Much difficulty was experienced in regard to the control 
of output, but ultimately it was arranged that each concern 
should contribute a quota to the estimated aggregate demand 
of all the customers of the producing area. The quota was 
fixed as a percentage of the producing capacity of each 
concern, that percentage being in the same ratio as the 
estimated aggregate demand was to the aggregate producing 
capacity of aU the collieries. 

The second part of the Scheme included a levy of ^d. per 
ton on aU coal raised and a levy of 3s. per ton on all coal 
raised in excess of the fixed quota. Out of the fund so 

. ^ J. L. Replogle (U.S.A. Steel Administrator during the Great War) 
in an interview wit±i the Financial Times, 9th September, 1930, on his 
depa^re from England after investigating the position of our iron and 
steel industry. 
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provided a subsidy was paid in order to enable the exporters 
to meet foreign competition (especially Polish) in Scandinavia 
and Northern Europe. To prevent abuse of this subsidy, 
the export machiner}'^ was re-organised and a. combined 
exporters’ committee fonned. 

It was hoped that this Scheme would result in a rise in 
home prices to a more reasonable level by restricting output, 
and in- the restoration of foreign markets which had been 
lost during the strike of 1926. In its first object the Scheme 
did not succeed because the quotas were fixed at too high a 
level and did not result in an artificial shortage. The cause of 
this was the over-estimation of the probable demand for coal. 

Attempts were consequently made to overcome the anoma- 
lies created by the quota system by fixing prices and setting 
up a ,pool of colliery owners, but difficult}' was further 
experienced over the question of the subsidy for exporters, 
and final!}' the whole system broke down. 

In addition to the Five Counties Scheme, other proposals 
were adopted in Scotland and South Wales. In the former 
area an arrangement was made whereby production was 
concentrated in the more efficient pits, -those o-nmers who 
closed tlieir mines or reduced their outputs being paid a 
subsidy .according to the amount by which their outputs 
had been reduced. Here, again, the expected rise in prices 
did not materialise and the Scheme was abandoned. 

The South Wales Scheme was, at first, one of voluntary 
price regulation, but was later amended by the institution 
of provisions for the regulation of output. Penalties of 
2s. 6ff. per ton were imposed for the production of coal in 
excess of fixed quotas and for the sale of coal at prices 
below those fixed by the Association. In its present form 
the Scheme was inaugurated in January, 1930, the outputs 
being fixed a,t a figure 2 per cent, below the actual production 
in 1929. 

None of the Schemes achieved any high degree of success, 
and in July, 1930, the Coal Mines Act was placed on the 
Statute Book witli a view to furthering the process of con- 
solidation in the industry (through a " Coal Mines Re- 
organisation Commission ”), legalising the quota system. 
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\dtalising the marketing schemes already mentioned, and 
regulating hours of work and wages. 

The industry is surrounded by almost insuperable diffi- 
culties, but there are indications that the marketing arrange- 
ments in regard to minimum prices have been reasonably 
effective. Moreover, British exports during the first six 
months of 1930 were 500,000 tons higher than in the corre- 
sponding period of 1929, while, on the whole, rather better 
prices were realised. 

Cotton. — Lancashire, though very slow to change, has not 
been blind to her difficulties. In 1927 the Cotton Trade 
Statistical Bureau was founded and charged with the task 
of gathering data relative to the world’s cotton trade, but, 
though it issued valuable reports and bulletins of a statistical 
nature, it apparently paid little heed to new methods and 
new ideas which were being developed in other parts of the 
world. This defect was overcome, however, by the formation 
of the Joint Committee of the Cotton Trades Organisations, 
which includes representatives of all the principal sections 
of the industry — spinners, manufacturers, finishers and mer- 
chants, together with representatives of the trades unions. 
From this organisation ultimately proceeded plans for 
greater co-operation in both production and selling with a 
view to placing the industry once more on its feet. It has 
sponsored many schemes of trade development, and was 
instrumental in forming the British Cotton Textile Associa- 
tion, whose object it is to establish an export trade in 
certain selected markets wherein Lancashire goods do not 
at present compete, and also the Trade Development Com- 
mittee, which is seeking to bring about technical improve- 
ments in the industry and to find new ways of advertising 
Lancashire cotton goods. 

While it is thus seeking its salvation in marketing propa- 
ganda and technical improvement, the industry is also pin- 
ning its faith on rationalisation. To this end, a number of 
its leading men, with the backing of the Bank of England, 
m 1929 arranged a vast amalgamation of spinners and 
manufacturers in the guise of the Lancashire Cotton Cor- 
poration, the complete programme of which comprises : 
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_ (i) A combination of proJncinr,’ units, commencing witli spin- 
ning and weaving, to nndertnko' the pnrcliasc of raw material, 
rnahufactnre of cloth, and, if necrisarv, the sale of the completed 
article from the raw materia! to the n'ltimatc customer, 

(2) A close alliance on equal terms witii hni'^hing firm--, v.iicreby 
all sections should taicc a share in the risks of business and in 
the development of new trade. Such an alliance of processes is 
necessary whether the existing finishing concerns participate 
or not; 

(3) The organisation of the production of standardised cloths 
and cloths suitable for mass production. 

(.}) The ultimate, object of fusing the whole British cotton 
trade into a rationalised indu.str}’. 

(5) The examination of the po.ssibilitics of international agree- 
ments for the provision of tlie raw material and the production 
and sale of cotton products with the object of removing such 
international competition as may be destructive of all proper 
ordcr-and method in these directions. 

So far as combination is concerned, the Corporation, from 
its registration to the end of September, 1930, liad e.xarained 
with a view to absorption 204 companies, controlling 
20,000,000 spindles. Of these, 09 companies (controlling 
9,250,000 spindles and 25,000 looms) had agreed to join the 
Corporation, whilst negotiations were proceeding with a 
further 17 companies, controlling 1,750,000 spindles. 

During 1930 the capital of the Corporation had been 
increased on ten occasions, and in September, 1930, was 
£3.772.995. divided into £218,073 £1 Preference, £2,976,400 
£1 Ordinarj', and 11,570,000 is. Deferred shares. This, 
together with an authorised issue of £3,314,700 Fivc-and-a- 
Half per Cent. Income DebenturesT had been issued to 
liquidators, creditors and shareholders in return for their 
interest in the 51 companies which the Corporation had 
taken oi'er. 

The Corporation was fortunate in being able to take 
advantage of tlie fall in the price of American cotton during 
1930, and also benefited by large shipments of the raw 
material from India. To take full advantage of the position, 
work on the reconditioning of a number of mills w'as being 
actively planned for 1930-31. Particular attention is being 
paid to the utilisation of cotton waste for the production of 
low-quality cotton goods, and to the fixing of standard 
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qualities of yam and cloth. A first-class research depart- 
ment has been inaugurated to forward these processes, while 
direct selling agencies are successfully bringing the Cor- 
poration's products to the notice of consumers in this country 
and abroad. 

Thanks to these arrangements, Lancashire can now offer 
products which compete at least on equal terms with those 
of foreign and, particularly, Far Eastern mills, and already 
her yams are replacing foreign cotton manufactures pre- 
viously imported into this country. '' Other results already 
attained promise satisfactory trading results for the Coi- 
poration when the full \veight of its organisation is in being. 
Every stage in the resultant increase in emplo5anent and 
recapture of export trade will be a step to the fulfilment of 
the purpose of its formation.” ^ 

Since the formation of the Lancashire Cotton Corporation, 
two other combines, known^ as Allied Spinners, Ltd., and 
Combined Egyptian Mills, Ltd., have come into being on the 
amalgamation of a number of mills controlling in each case 
several million spindles. 

In such directions, without doubt, is Lancashire's salva- 
tion to be found. Signs are not unwanting that, if she keeps 
do\TO her prices, her former customers will be only too glad- 
to take her goods. 

Shipbuilding . — In the shipbuilding industry, unique steps 
to improve matters have been taken by an organisation 
kno\vn as the National Shipbuilders' Security, Ltd., formed 
by a number of leading shipbuilding concerns with the 
object of rationalising the industry by the purchase of 
redundant and obsolete yards so that production may be 
concentrated on the most efficient units. 

The organisation, which has borrowing powers up to 
£ 3 >ooo,ooo, is in no sense a combine, cartel or selling syndi- 
cate. It is merely a separate concern jointly o^vned by a 
number of prominent shipbuilding companies, formed to 
lessen competition between them by reducing the number 
of shipyards. To this end, certain yards are being pur- 

^ Progress of the Lancashire Cotton Corporation,” by Sir Kenneth D, 
Stewart (Chairman). Times Trade and Engineering Supplement, 27.9.30. 
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chased outright, and, when they are dismantled, their sites 
will he sold subject to restrictions on their future use for 
shipbuilding purposes. 

As a first step towards the attainment of its objects, the 
Company purchased the well-known shipyard of Messrs. 
William Beardmore & Co., Ltd., at Dalmuir, Glasgow, with 
a view to closing it down permanently. 

The scheme has the advantage from the point of view of 
the companies by which it was implemented that it will 
eliminate redundant and relatively less efficient firms in the 
industry'" more quickly than would be the case if that 
elimination were left to the free play of competition. But 
it has to be remembered that the firms concerned in the 
scheme will for some years have to bear the burden of 
interest_ and amortisation charges on the capital’ which has 
had to be raised for the purpose, and it is likely that their 
efforts will not achieve success unless arrangements are 
made for the regulation of competition between those ship- 
yards which it is proposed to retain. 


Problems of Rationalisation. 

Rationalisation is, of course, pregnant with the most 
intricate problems. They arise mainly from the difficulty 
of finding men of sufficient abilit}' to control vast enterprises 
once they are m being. Indeed, the whole problem of 
management raises innumerable issues. 


of 3. combine will depend on how far it 
can get its personnel to think and act with zeal and enthusiasm 
and to co-operate with one another. This is lareelv a Question 
of decentralisation, of blending spontaneity with discipline. A 
ngid central co^rol will ossify the staff; too great liberty" will 
mean hcence. The problem is how to secure that all ST" mil 
in the same straight line, while yet giving each man a iob that 
opportunities of judgment and ambition. . . . 

Ipmc world presents many new and puzzling prob- 
S +F administrator. As this cdmplexity develops 

and the Imowledge needed becomes wider and more^SdlntiL’ 
the degree of education needed to apply it to the concrete p JSes 
of business becomes greater in proportion. 

Britain doing anything adequate to meet this 

situation? Is there not a lack of high administrative talent of 
spaciousness of ontloot. of resilionfe an.o„TlS‘Se£ 



THE NEED FOR RATIONALISATION 89 

men ? Instead, do we not find an individualism that looks on 
co-operation almost as weakness, and the tortoise’s instinct to 
hold fast to the ground lest it should be thro^vn on its back? 
Is it not common to find myopic vision, the jealous guarding of 
secrets, the blight of nepotism, the lack of the scientific outlook, 
and an imperviousness to light from the outside ? . . , 

" Rationalisation is a young man’s job. The old men are 
never likely to sit down and study anew their industrial environ- 
ment. Yet they are likely to cling to power. It will be a 
difficult and \msavoury task, requiring great moral courage, to 
rearrange responsibility, and to retire pensionable or redundant 
directors and executives. Nevertheless this, ‘ the Hell Period,’ 
as it has been called, has got to be faced.” ^ 

On the same point. Lord Melchett stated that, “ The 
real problem of rationalisation and the merging of big enter- 
prises consists in effective central control with sufficient 
elasticity lower down to allow action to be neither arrested 
nor delayed, and to prevent the chiefs at the head from 
being encumbered by too much detail, at the same time 
keeping a grip on all essential features of policy, such as 
finance, expenditure, sales and relations with other great 
groups of industrialists throughout the world. There never 
was a period in the world’s business history in which it was 
more necessary to enable large decisions to be taken rapidly. 
Time most frequently is of the utmost importance. ‘ Yes ’ 
or ' No ’ must be given at once. And on these occasions 
the groups of far-sighted and powerful men who are prepared 
to risk a very considerable part of their. fortunes and who 
wiU be inclined to ask shareholders to do likewise are an 
essential necessity to our modern economic life. That you 
can destroy with impunity the existence of such people or 
substitute any other form of machinery to fulfil their role is 
one of the most dangerous heresies and fallacies of a certain 
class of economic thought.” ^ 

Increased Unemployment following Rationalisation. 

Another vital problem is that with which Germany, par- 
ticularly, is now faced after five years of intensive rational- 
isation — ^that of finding employment for the thousands of 

^ “Rationalisation” (VI and 'VIII), by Dr. James A. Bowie, Times 
Trade and Engineering Supplement, i6th and 3oi:h August, 1930.^ 

^ At the Annual General Meeting of Imperial Chemical Industries, Ltd., 
April, 1930. j 
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workers with whose services re-organised industry is able to 
dispense. Already we in this country are feeling similar 
effects, a fact only too clearly indicated by the accompanying 
table from the Siaiisi of 21st June, 1930. 

On the position disclosed by these figures tlie Siaiisi makes 
the following comments ; 

The outstanding fact revealed by this table is that British 
industry, as represented by these ten important groups, was 
during the first quarter of the current 3^ear producing about 
II per cent, more, but employing 8 per cent, fewer workers 
than in 1924. Here is perhaps the clearest evidence that can 
be adduced of the progress of rationalisation in industry. Over 
the five years covered by this comparison of emplo3mient and 
production of industr5% the 'p&r capita output of the worker has 
increased by no less than 21 per cent. A year previously the 
correspondfng figure was about 18 per cent., so that we have 
here some e\ddence of the progress made in the rationalisation 
of industry over the twelve months to March 30 last, and of the 
part which it has played in the growth of our unemplojunent 
figures. It win be seen that in all groups of industries other 
than that comprising food, drink and tobacco, this characteristic 
of a marked increase in productivitj^ per head of persons employed 
has made itself felt over the past five j^ears. In coal-mines and 
quarries the expansion in this factor has amounted to 34 per 
cent., though in this particular case the increase in \vorking 
hours in. 1926 led to an increase in per capita productivity. In 
the iron and steel industry the increased productivity per worker 
has amounted over the past five years to 45-4 per cent. In the 
other groups this increase in per capita productivity over the 
past five 5^ears has been as follows : non-ferrous metals, 22 per 
cent.; engineering and shipbuilding, 237 per cent.; textiles, 
4'i per cent. ; chemicals, 6*5 per cent. ; leather, boots and shoes, 
19 per cent. In the food, drink and tobacco trades, which form 
the only exception to this general tendency, the productivity of 
workers actually employed appears to have fallen by 4-4 per 
cent. ... 

''These remarkable figures indicate that the increase in the 
productivity of each worker has gone hand in hand TOth an 
increase in tlie number of unemployed." 

Supporters of rationalisation argue, of course, that workers 
who are thfovm out of emplo5nnent as a result of the process 
are quickly and easily absorbed in the new spheres of work 
whidi are almost invariably created, as, for example, for 
the manufacture of the more complicated machinery required 
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for rationalised factories. Bnl experience proves that the 
immediate effect of rationalisation is ahva3’s to cause hard- 
ship to the working classes pending their rc-ahsorption into 
industr3% and it is natural, therefore, that " while politicians, 
economists and statisticians will assert the inevitability of 
rationalisation, those whose vital concern lies with men and 
women must aim at regulating such of its tendencies as 
threaten injuriously to affect either personal opportunities or 
outlook.” For the trade union leader, in particular, " even 
though he clearlj'^ apprehends the necessity for mechanical 
and commercial e.xpansion, the outstanding problems are 
those human ones relating to the maintenance of pltysical 
efficiency, the development of personal initiative and 
capacity, the proper reward of effort and the right use of 
leisure.” ^ 

The facts, as Professor T. E. Gregory has pointed out,= 
are that in the present capitalist organisation of society, 
inventions and improvements which ultimately benefit man- 
kind alwaj^s entail disadvantage to some members of the 
communitje But this should not be an)’- deterrent to us in 
this countrj’ who are engaged in a competitive international 
trade, and measures must be taken to hasten the proper 
distribution of gains and losses, as, for example, by the 
encouragement of greater mobility of labour. There is little 
doubt that in due course the problem will be solved, and 
general satisfaction has been felt at the announcement at 
the Trades Union Congress in August, 1930, that a definite 
scheme of consultation between the trade unions and the 
leading employers’ associations had been arranged with 
the object of softening as much as possible the effects of 
rationalisation on the working classes. And to quote Pro- 
fessor Gregorj^’s words, “ One must rest one's hopes on the 
knovTi elasticit)’- and responsiveness of capitalistic society; 
an organisation which- was capable of surviving the shocks 
of the War and post- War period is hardly likely to perish 

^ Mr. W. A. Appleton, Secrctarj^ of the General Federation of Trade 
Unions, in his Annual Report, 1929-30. 

* “ Some Economic and Social Aspects of Rationalisation,” an address 
before the Economic and Statistical Section of the British Association, 
September, 1930. 
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because it is learning to turn the arts of production to still 
better use in ihe future than it did during the last 150 
years.” 

t 

'The Need for Patience. 

It is clear, therefore, that, while a real beginning has been 
made with the task of re-organising British industry, and 
though much has been done in the direction of cutting 
out the dead wood and of proceeding through sacrifice to 
efficiency, we shall have to exercise much patience before 
tangible improvement becomes evident. 

There can be little doubt that rationalisation has con- 
tributed in no small de^ee to the recent growth of pro- 
duction, though its major benefits have yet to be realised. 
Rationalisation suffers from the drawback that its disturbing 
effects show themselves sooner than its advantages. Its 
immediate effects are dislocation and usualty unemployment, 
and its benefits are not realised until the new conditions 
have had time to operate and to settle down. So in the 
Lancashire cotton industry, where rationalisation is at last 
making headway, scarcely any of its benefits are yet visible. 
Likewise much time must elapse before the economies of the 
recent rationalisation process in our iron and steel, ship- 
building and coal industries can make themselves felt to 
anything like their full extent. 

But, whilst we must deplore the hardship inevitably caused 
to individual producers and workers, and to the community 
at large while it awaits the longed-for return of prosperity 
to its great industries, we can at least content ourselves 
with the thought that it is too much to expect even the 
most painstaking labour of a year, or even of two or more 
years, to solve the problems of a decade. 



CHAPTER IV 

THE CONTINENTAL SYSTEM OF INDUSTRIAL FINANCE I 
INTERFERENCE IN INDUSTRY 

On the Continent the development of bankmg has a history 
entirely different from that in Britain, and industrial bank- 
ing in the leading continental countries is very highly organ- 
ised. Generally speaking, the cheque system is not strongly 
developed, and the continental banks are consequently not 
under the same necessity as are the banks in this country 
of maintaining a high proportion of liquid reserves. Hence 
they are able to employ their funds not only to finance 
industry through the medium of short-term loans for current 
needs, but also to provide most of the investment capital 
which, in this country, is furnished either by the private 
fortunes of industriahsts or, through the London Capital 
Market, by a mixed group of investors comprising promoters, 
directors, shareholders and debenture-holders. Moreover, 
bankers and industrialists on the Continent are closely asso- 
ciated as partners or co-directors of the concerns in which 
thej^ are both financially interested. Directors of the banks 
serve on the boards of industrial companies, and so apply 
their experience and special knowledge for the benefit of 
industry in all that affects its financial position and 
commitments. " . 

, German Banks and Industry. 

These features of continental banking. are specially marked 
in the case of Germany. In that country, capital for 
industry is provided by the banks in two ways : (i) by the 
issue of bonds and the subsequent utilisation of the funds 
thus obtained to grant long-term loans to industry secured 
on the assets of the borrowing concerns; and (2) by the 
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investment of their own funds, directly or indirectly, in 
shares of industrial concerns. The second of these methods 
gives the banks actual control in certain cases, and each of 
the four large banics — ^Deutsche Bank und Disconto-GeseU- 
schaft, Dresdner Bank, Darmstadter und Nationalbank 
(known as the “ D ” banks) -and Commerz- und Privatbank — ■ 
has extensive industrial connections which carry %vith them 
a strong hold on certain branches of German trade and 
industry. 

An important reason for this position is that the private 
fortunes of self-made business leaders played a relatively 
small part in Germany’s early industrial development. The 
industrial revolution came much later in that country than 
it did in Britain. ‘V\Tien it did come, it was accompanied 
by far more violent change, and the capital required to 
finance the new transport and industrial undertakings was 
much larger than had been required in Britain half a century 
before. Before this industrialisation, Germany was a poor 
agricultural community with few or no organised financial 
agencies, and the industrial revolution found the country 
with relatively little accumulated capital wherewith to meet 
the vast needs of a rapidly spreading industry and of the 
scientific development of her resources. 

To meet these conditions, banks were established with 
the avowed object of financing industry by the investment 
of capital at first subscribed by the proprietors- and sub- 
sequently attracted from depositors at relatively high rates. 
The first of such banks (A. Schaffhausen’scher Bankverein) 
was founded in 1848, and, as the industrial development of 
the country proceeded apace, so the banks extended in all 
directions. But they confined themselves to no particular 
type of business, as did their prototypes in Britain. Their 
business was essentially of a mixed character. They financed 
new industries by lending money on mortgage and deben- 
tures; 'they encouraged the formation of new companies 
and the conversion of partnerships into joint-stock concerns ; 
they initiated new enterprises and found the necessary capital 
either by themselves subscnbing for the shares or by under- 
■writing the shares and issuing them for public subscription ; 
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and they safeguarded their interests in the business of the 
new concerns by nominating directors to represent them 
on the supervisory boards of the various companies. In 
turn, large manufacturing groups became sufficiently power- 
ful to be able to demand representation on the boards of 
the banks and were allowed to nominate bank directors, 
thus establishing a still more intimate contact between 
industry and finance in all its bearings. 

Apart from this peculiar development of the German 
banking system, the capital market in that country has 
been far more prominent in financing industry than it has 
been in Britain, and since most of the public issue business 
naturally passed through the hands of the German banks, 
the latter cmne to give the lead to their investing customers 
by bringing industrial issues to their notice and by actively 
suggesting lil^ely outlets for the investment of surplus funds. 
As a result, the banks were obliged, in the interests of 
customers who invested in the issues sponsored by them, to 
exercise some degree of supervision over the direction of the 
industries concerned. 

Then there is the fact that, in pre-War days, the German 
banks worked with a high proportion of capital and reserves, 
and were thus far more free than English banks, with heavy 
demand deposit liabilities, to invest their funds in long-term 
loans to industry, and either to regard such loans as per- 
manent investments or to take them up with the object of 
offering them subsequently for public subscription. 

German Banking Specialisation. 

As the combined result of these factors, German industry 
is now fostered by a number of banks each specialising in 
the financing of a particular industry, as, for example, the 
Bank fiir Textilindustrie and the Bank fiir Brauindustrie. 
These institutions may be described as fulfilling a role half- 
way between that of a bank as we know it in this country 
and that of an investment trust. Moreover, many of what 
we should regard as the usual banking functions are con- 
centrated in the hands of specialised institutions. Thus, 
mortgage business is almost monopolised by Pfandhrtef and 
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Eypotltehcn banks; municipal finance is attended to by 
Stadt banks ; small savings and loans are arranged by Spar, 
Raiffeisen and Genossensehaft banks, and so on. 

In financing large organisations and important municipal 
bodies, the banks work on what is known as the “ Kon- 
sortium ” system. In practice, this means that whereas 
short-ierm or current finance is supplied by single institutions, 
the financing of important long-term operations is usually — 
though not always — shared between a syndicate of banks, 
working in co-operation. The S5mdicate undertakes all busi- 
ness in connection Avith the issue of a block of capital for 
the particular undertaking concerned, while each member 
bank accepts an agreed quota of the issue, and, when the 
shares are finally disposed of, accepts its share of the profit 
or loss and of any remaining securities in proportion to its 
agreed participation. In this^ way the banks are able to 
distribute their risks, whale the industrialists have the 
advantage of exceedingly strong financial support. 

-Bank Representation on Industrial Boards. 

Close connection between the S5mdicate banks and the 
concern financed is maintained by the appointment to the 
Supervisory Board {Aufsichtrat) of the concern of repre- 
sentatives of the S5mdicate whose main functions are to 
approve important financial operations and to endorse the 
annual report and accounts of the undertaking. " The 
general duty of the Board of Supervisors, as defined in 
Section 246 of the Handelsgesetzbuch, is as follows : ‘ The 
Board has to watch over the conduct of the company’s 
business in all its branches, and for this purpose to keep 
itself informed of the company’s affairs. It has to examine 
the yearly balance sheet and any proposals brought before 
the General Meeting, and to report thereon.’ Beyond the 
right to summon special General Meetings, the law gives 
the Supervisors few powers of direct interv’^ention in the 
company’s affairs ; but more extensive powers may be con- 
ferred upon them by the company’s articles. In fact the 
tendencyhas been to require the concurrence of the Board of 
Supervisors in the decisions of the Executive in an increasing 
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number of matters, and thus to increase the importance of 
the former at the expense of that of the latter.” ^ 

The representatives of the banks are drawn from the 
ranks of Directors, Managers, Department Heads and Branch 
Managers, who keep in permanent touch with the organisa- 
tion to which they are attached, and usually, though not 
always, conduct the financial negotiations between the 
undertaking in question and the banks. 

This important measure of contact between the banks 
and the organisations in which they are directly interested ^ 
“is an important element of security for the banks. They 
do not receive information only when matters are really 
bad. . . . They are in a position to make their influence 
felt considerably before this stage is reached, and to initiate 
and suggest re-organisations, amalgamations and similar 
remedial measures much earlier than EngHsh banks, which 
can interfere and, as a rule, are informed only when matters 
have got really serious. Acting as they do in the capacity 
of financial advisers, they can make suggestions without 
arousing resentment, and their experience of conditions in 
other industries and in different firms in the same industry 
naturally stands them in good stead. In England, on the 
other hand, there is often a tendency to look upon inter- 
ference by the banks as a disgrace, as a sign of potential 
insolvency — a frame of mind which is certainly not conducive 
to permanent confidential relations between banks and their 
customers. Incidentally the confidential relations between 
bankers and their customers in Germany find apt expression 
in the fact that many companies hold their shareholders’ 
meetings and board meetings in rooms placed at their 
disposal by their banks.” ® 

Thanks to such arrangements, the German banking system 
as a whole has been, and continues to be, of the greatest 
assistance to German industrial development. The banks 

^ " Joint stock Banking in Germany,” by P. Barrett Whale (Macmillan, 

1930)- 

* The Central Board of the Deutsche Bank is said to be represented 
through its members on the Boards of over 200 industrial and commercial 
companies. 

= The Economist, “ Banks and Industry in England and Germany," 

15.3*30. ^ 
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now undertake every kind of credit operation, including 
advances on personal security, and the assistance of company 
flotation. As the result of either deliberate participation 
and intervention, or normal credit relations, the banks have 
obtained a large degree of control over the general policy of 
industry. The German bankers participate in the risks and 
responsibilities of their clients to an extent which British 
banking tradition would not tolerate. ” The representation 
of banks (on the Supervisory Boards) is important not so 
much as an independent source of power as a means by 
which their other powers are rendered more effective. Once 
a bank has obtained influence over a particular undertaking 
in one or other of these ways, the power to affect the dis- 
tribution of its orders gives the bank a lever in deahng with 
other industrial concerns. . . , The ordinary industrial (or 
commercial) firm of moderate means found its freedom of 
action to a great extent conditioned by the good-will of its 
bank, even when in a sound and fairly prosperous state. If 
it happened to fall upon bad times, it was likely to lose this 
freedom entirely and be compelled to accept any scheme of 
reconstruction or fusion which the bank might choose to 
dictate.” ^ 

The inception of the concentration movement in Germany 
far earher than in other countries, and the subsequent 
development of her closely knit cartel system, were largely 
due to the identification of the interests of banks with 
certain industries; and while, in most cases, the cartels 
have become powerful enough to be largely independent of 
the banks, in certain cases the banks have retained control. 

^Much interesting information on this position has been 
afforded in consequence of the researches of the German 
Enquete-Committee into post-War changes in the country’s 
industrial structure and organisation. It has been shown 
that in Germany, as in other continental countries, the 
dearth of investment capital has accelerated industrial con- 
centration by forcing the concerns involved to obtain the 
requisite financial assistance from the banks — the only large 
reservoirs of capital. The close relationship between German 

^ " Joint stock Banking in Gennany," by P. Barrett Whale (Macmillan) . 



100 BANKS AND THE FINANCE OF INDUSTRY 


banks and industry has indeed proved a decisive feature in 
fostering the systematic policy of amalgamation. This is 
unmistakabl}'^ proved by the fact that the larger concerns, 
in close connection with the banks, have been rationalised 
with much greater speed and efiiciency than the smaller 
concerns. Indeed, the latter have been so seriously handi- 
capped by lack of capital that the banks have been compelled 
to adopt special measures to reined}' the deficiency. 

There is not the slightest doubt that the remarkable 
recover}' of German industr}' and its efficient organisation 
after the calamitous depression of 1925-26 would have been 
impossible but for this close relationship and co-operation 
between the banks and industr}'. In some cases rationalisa- 
tion has been directly due to banking initiative, if not to 
banking pressure implied in the power to withdraw' credits 
unless re-organisation were effected. In this regard, the 
financial pow'er of the German banks has been used to great 
advantage in overcoming those only too frequent obstacles 
to rationalisation — ^the inbred conserv'atism and inertia of 
industriahsts themselves — and this power must have been 
all the more effective for the reason that the necessar}' 
finance had inevitably to be obtained, either at homo or 
abroad, through nev; issues sponsored by the leading banking 
institutions. 

Gekmax Banics and Industrial Issue Business. 

The latter fact is of prime importance. In England the 
issue and finance houses stand on their own legs. They 
rely on their own reputation to ensure the success of public 
issues for which they are responsible, and too often — -as was 
sadly proved in the Hatr}' crash of 1929 — this reputation is 
worthless. In Germany, however, important issues have 
little chance of success unless they are openly sponsored by 
one or more of the leading joint-stock banlcs, or by one of 
the principal private banking institutions, and in this way 
the pubhc have the added security implied in the fact that 
no substantial bank w'ill permit its name to appear on a 
prospectus unless it is satisfied regarding the soundness of 
the concern and the reasonableness of the issue. 
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Moreo^'er, the financial backing implied in the support of 
the banks is, of course, immeasurably greater in the case of 
the German issue houses than it is in the case of the trust 
and finance companies of the City of London, while the 
close connection between the German issue houses and the 
banks and the industries for which they specially cater gives 
them a much closer and more permanent interest in the 
well-being of the concerns whose issues they sponsor. 


Belgian Banks and Industry, 


Belgium, too, owes an inestimable debt to her banks for 
their services to industry. Unlike England, whose early 
industrial concerns obtained adequate finance from private 
capitalists, Belgium long suffered from a dearth of capital, 
and, as in Germany, the banks were the onl}’- source from 
which considerable supplies could be obtained. Hence, at 
a comparatively early stage, Ihere was a marked tendency 
to a close relationship between the banks and industrjL 
Indeed, the Societe Generate de Belgique, created in 1822, 
was the first joint-stock banking company in Europe to 
adopt an industrial policy involving some degree of control 
over the various industrial concerns in which it was 
interested. 

The original functions of the Societe Generate were to 
pro\dde capital : (a) for the amalgamation and re-organisa- 
tion of existing concerns in order to reduce competition 
between them and increase their productive activity ; (&) for 
entirely new enterprises ; and (c) to enable undertakings in 
which it was interested to compete more successfully in 
foreign markets. 

In spite of considerable opposition and the establishment 
of several new banks formed largely on its model — especially 
the Banque Nationale de Belgique — ^the Societe Generate 
has continued to flourish and to maintam its pre-eminence 


in the industrial sphere. It has encouraged amalgamation 
and rationalisation ai^^m^tin\es^ of over-production, has 
even gone so far as ^industrial 

ent^nses in which 
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in industr}^ lias developed extraordinarily, and, thanks very 
largely to the part played by her two leading banks, the 
Societe Generale and the Banque de Bruxelles, Belgium has 
been able to carry out post-War industrial reconstruction 
on co-ordinated lines with the minimum of economic waste, 
and vdthout confusion, over-capitalisation or over-produc- 
tion. Thus, the Societe Gendrale, through its controlling 
interest in the leading concerns in the Belgian coal industry', 
has done much to introduce into that industry co-operative 
marketing, systematised restriction of output and economical 
centralisation of coking and by-product plants. In like 
manner the Banque de Bruxelles, operating tlirough^a sub- 
sidiary' holding company, the Compagnie Beige pour ITndus- 
trie, has done yeoman service in connection with industrial 
rationalisation. 

The close association between Belgian banks and industry 
has been fostered by many factors, not the least important 
of which is the law. For example, an Act of 1927 granted 
fiscal relief to those business consolidations which had their 
principal establishments in Belgium, with the result that 
the banks were stimulated to form mergers among tliem- 
selves and to initiate tire amalgamation of industrial enter- 
prises pre%dously under their separate control. 

The operations of the banks in recent years have also 
been facilitated by reason of their position as the only 
sources of floating capital, which was markedly scarce in 
Belgium during the post-War period of reconstruction when 
the funds made available for industry from war compensa- 
tion and other channels were rapidly swallowed up by heavy 
expendit-ure on capital account. The banks alone were in 
a position to supply the long-term credit facilities essential 
to enable the Belgian industrialist to compete successful!}^ 
in markets Object to intense and growing competition from 
overseas. In this regard the position of the banks has been 
materially strengthened by the large increase in their deposits 
resulting from the remarkable stimulus which the War gave 
to saving and to the development of banking habits among 
the Belgian people. 

The extent to which industry in Belgium has thus come 



CONTINENTAL INDUSTRIAL FINANCE 103 

to be dominated by her banks is even more pronounced 
than in Germany. " At the present time the banking world 
in Belgium is dominated by the Big Five. In addition to 
the Societe Generale and the Bank of Belgium, which is 
now primarily an organ of monetary control, there are La 
Mutuelle Solvay, La Banque de Bruxelles and the Boeren- 
bond. La Mutuelle Solvay performs the functions of a 
holding company and has substantial interestsin the chemical, 
coal and several of the new industries. In its industrial 
operations it often acts in conjunction with one or more of 
the other big banks. La Banque de Bruxelles has substan- 
tially increased its industrial holdings since the War and 
has formed several agencies, and a holding company par- 
ticularly concerned with the Congo trade.” ^ The Boeren- 
bond (Association of Peasants) is closely associated with the 
agricultural industry and organises in connection with village 
and rural communities undertakings which provide food and 
electrical and chemical supplies. 

In addition to these five leading banks, there is the Banque 
Beige du Travail (Belgian Labour Bank), which, although 
less important from the industrial point of view, is perform- 
ing a useful function in providing credit for the co-operative 
undertakings of the Belgian Sociahst Party. It has taken ’ 
a particular interest in the textile industries. 

These banks as a whole have played an active part in 
the movement towards vertical combination in Belgium’s 
heavy industries and in the fusion of interests between' her 
coal and iron and steel concerns. They have also been 
instrumental in rationalising the chemical industry, in which 
six large amalgamations have taken place recently, the most 
important being the Union Chimique Beige, estabhshed under 
the joint supendsion of the Societe Generale, the Banque 
de Bruxelles and the Mutuelle Solvay. Other industries 
which have been prominent in the amalgamation movement 
yuider the auspices of the banks are the electric power supply 
industry, the blown-glass industry, and the mechanical 
engineering industry. It is estimated that the Soci6te 
Gdn^rale and the Banque de BruxeUes control between 

^ Economist, " Banks and Industry in Belgium," 23.11.29. 
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them companies whose total capital amounts to lo billion 
francs, which is about half of the total nominal capital of 
all Belgian companies. These two banking groups are also 
stated to control as many as ninety colonial enterprises. 

Banks and Industry in France. 

In France, also, the banks are closely associated with 
industry. The large French banks are classified as Etab- 
lissemcnfs de Credit, which may be compared with the Big 
pive,” and carry on a t5rpe of business similar to that of 
Enghsh banks, and Banques d’ Affaires, or Investment Banks, 
which are closely connected with industrial concerns and 
assist them very much on the lines of the German banks, 
partly by participating in their capital and partly by placing 
their bonds and shares %vith the public. The most important 
of the Banques d’ Affaires are the Banque de Paris et des 
Pays-Bas, the Banque de I’Union Parisienne, the Credit 
Mobilier and the Banque Frangaise pour le Commerce et 
ITndustrie. The nearest English equivalent to this type of 
institution is the investment trust, though a Banque d’ Affaires 
also undertakes many of the functions performed in this 
country by a joint-stock bank. 

The activities of the French banks have not been confined 
to domestic industries, but have extended to investments 
in foreign countries. Thus, in 1914 these banks held 
securities in the metallurgical, electrical and transport 
industries at home, as well as large holdings of foreign 
government and industrial securities. The War, however, 
put the banks holding foreign securities in a position of 
great difiiculty, and the Banques d’ Affaires, in particular, 
had to mite down very considerably the book valufes of 
such assets. This experience naturally made the banks 
somewhat averse to overseas investment, and tended to 
strengthen their interest in home investment, a change^ of 
policy which was accentuated by the cessation of foreign 
issues, when the banks were obliged to find outlets for theh 
funds by huge investments in the new industries, e.g. muni- 
tions and chemicals, which grew up as a result of the War. 
Since the War, the Banques d’Affaires have become more 
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and more closely connected with industry through repre- 
sentation on industrial boards, as, for example, on the 
boa ids of the leading armament firms, where the banks are 
well represented. One of the most recent spheres of opera- 
tion has been the oil industry, where the Banque de Paris 
et des Pays-Bas, for instance, working in conjunction with 
the Standard Oil Company, has founded a European sub- 
sidiaiy company— the Compagnie Standard Franco-Ameri- 
came. In the same sphere, the Banque de I’Union Parisienne 
wth the aid of the Banque de Paris et des Pays-Bas has 
founded the Societe de Petrole. Again, the iron and steel 
industry of France has been welded into powerful groups 
by the banks, while the development of water-power resources 
to make France independent of foreign coal supplies is 
also in the hands of the Banques d’Affaires. 

The French banks have two other important fields of 
operation. The first of these dies in the economic exploita- 
tion of the French colonies. Up to the middle of the War 
period, French pubhc opinion was little interested in colonial 
expansion, but when this outlook changed with war-time 
teritorial acquisitions, companies were established by the 
French banks to grow cotton and other staple commodities 
m the overseas possessions. Secondly, since the War, the 
Banques d’Affaires have undertaken a policy of economic 
penetration in the newly-constituted countries of Emrope. 
For example, the Banque de I’Union Parisienne, which 
bemre the War had penetrated Russia, has now turned to 
Poland, Czecho-Slovakia and Himgary. In Hungary it has 
a large share of control in an important bank at Budapest, 
where it has created an important holding company, the 
nion Europeene et IndustrieUe, through which it is con- 
nected with the armaipent firms and coal-mines of Central 
Europe. There exist also a number of purely industrial 
an ’s, such as I’Union des Mines, the function of each of 
which is to finance a particular industry. 


loclang-up of a large, proportion of a' bank’s assets in 
raliAa • industrial shares or ‘ participations,’ as they are 

prance, may be convenient from the point of view of 
inuustry ccffacemed, but it is an uncertain source of profit 
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for the bank. A depression in trade will appreciably affect the 
bank’s income from diwdends, and a fall in Stock Exchange 
values will diminish the real value of its assets and negative the 
chance of profit-taking bj^ selling its investments in the market. 
. . . Thus, although industrial banking was verj’^ profitable in 
the boom years immediately after the War, many institutions in 
France suffered severety from the fall in industrial share quota- 
tions in the following depression, and serious losses have had to 
be charged to profit and loss." ^ 

The French banks, like the banks in this country, have 
been subjected to considerable criticism on the ground that 
they do not adequately meet the needs of the small trader. 
Even before the War, in 1911, a Commission was appointed 
to investigate the problem of co-operative credit for small 
traders, and it proposed that a central institution should be 
set up in Paris with power to grant long-term credit facilities. 
Controversy arose over the question as to who should supply 
the necessary capital, one group arguing that it should be 
provided by the joint-stock banks, while another considered 
that it should be subscribed by the State. Short-period 
credit for merchants, industrialists and manufacturers for 
business purposes is now provided by the Banques Populaires 
and the Societes de Caution Mutuelle, but, so far, no pro- 
vision Has actually been made for long-term financing. 

On the other hand, the small trader has been greatly 
assisted by the fact that, in 1920, when the charter of the 
Banque de France was revised, it was arranged that bills 
endorsed by the Societes de Caution Mutuelle should be 
eligible for rediscount by the central institution. The extent 
of this assistance is apparent when it is realised that about 
one-quarter of the discounts and rediscounts at the Banque 
de France are of bills for amounts of 100 fcs. and less. 

' Swiss Banks and Industry. 

In perhaps no other country is the connection between 
banking arid industry so close as it is in Switzerland. The 
Trust Ba7iks (such as the Union Financiere de Geneve) 
specialise in the issue of their own bonds and utilise the 
proceeds partly to grant long-term loans and partly to take 
^ " Colonial and Foreign Banking Systems/* le Cheminani, p. 115, 
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participations in the capital of Industrial enterprises. And 
Sv/itxerland also has a number of specialised undertakings 
(such as the Banqiie pour Entreprises Electriques) which 
interest themselves in one industry only. 

Austria and Czecho-Slovakia. 

Joint-stock industrial enterprise in the territory of the former 
Austro-Hungarian Monarchy is the child of the commercial banks 
and their founders, the private ' banquiers ' of Vienna, Trieste 
and Budapest. . . . Most of the joint-stock companies had either 
been created by the banks or at any rate could not have been 
founded without their help, the reason being that there was no 
class of investors in industrial securities, as has long been the 
case in England. , . . The average Austrian — ^whether trader, 
small craftsman, or manufacturer — obtained the necessary capital 
mostty through the savings banks and by the device of the 
Societd en Commandite, while his current monetary transactions 
were carried on in cash or through the Post Office Savings Bank. 
But the commercial banks pla5Jed a most important r61e in the 
general business life of Austria mainly as large discounters of 
the bills and book debts of the Austrian trader, . , , The average 
Austrian himself had no banking account and distrusted the 
Stock Exchange, while, for various reasons, popular opinion in 
both parts of the old Monarchy never reaUy favoured big-scale 
joint-stock enterprise. 

Under the circumstances only a few firms ever obtained - 
financial independence. The rest remained in the hands of the 
banks, whose sphere of influence and activities went much further 
in Austria than it ever did in Germany. The Austrian banks 
not only tended to control the whole business management of 
their affiliated industries, but also acted in some cases as whole- 
sale merchants in certain commodities, such as wool, coal, sugar, 
dnigs and timber. The methods of control varied with the 
banks and the status of each firm, but the principle remained 
the same. The banks possessed the decisive, if not the final 
voice in the business, and often in the technical management of 
the companies in which they had shares. 

“ The men who thus guided the fate of industrial life in Austria 
and Hungary were the chairmen of the big banks and their 
colleagues of the managerial staff. The board of directors would 
be composed of the leaders of Austrian trade and industry and 
uien ^yho had acquired standing and repute as international 
financiers. For the most part concerned in the management of 
their own private affairs, Jhey generally- left the management 
and the representation of their institutions to the chairman and 
executive committee of the managers, who thus acquired a 
position in business and society which differed wdely from the 
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status of their collengucs in other countries. . . . The bulk of 
the supply of capital was bv force of evolution and pcrsonalitie.s 
divided up between the leading banks, a f.y.t wljich gave the 
activities of each institution a decidedly distinctive note. In 
their foreign business the leading banks in Vienna and Budapest 
were alike in one respect : togctlicr with the financiers of other 
countries they fonned the big intcniational sjnidicates which 
financed the undeveloped parts of Europe. Fhey were the main 
agencies through which, cast of Zurich, trade and industry 
obtained their acceptance and remittance credits in Paris and 
London and the foreign exchange to pay their commitments 
abroad. Some banks even took part in the foundation of com- 
mercial banks in Italy and the Balkans, thus giving their indus- 
tries special advantages in the commercial exploitation of these 
markets.” ^ 

From this most illuminating statement it is clear that the 
development of the relationship between the banks and 
industr}^ in pre-VVar Austria proceeded on much the same 
lines as in Germany. After the post-War division of the 
old Austro-Hungarian Empire, the connection between the 
bank's and industr}^ became still more pronounced, especially 
in Czecho-Slovakia. There the banks, supported by the 
Banking Office of the Ministry' of Finance, promded capital 
for industrial purposes wherever it was needed, to such an 
extent, indeed, that when the world depression brought 
wholesale bankruptcy, the loans of the banks reached unpre- 
cedented heights, and disastrous failures among them were 
prevented only b}' direct financial support from the Govern- 
ment; As a result of the collapse, the banks have been 
unable to satisfy normal business demands for financial 
accommodation, and the industrialists of the rapidlj' develop- 
ing nation have been compelled to resort to other countries, 
and especially England and the United States, for necessary 
monetary assistance. 

In post-War Austria, industrial activity and development 
are on a relatively restricted scale, but the banks have 
rendered valuable serxnce in assisting the impoverished indus- 
tries of the countrjg and also the Government itself, to 
raise foreign credits for necessary capital development. 

1 '' Financing Industry in Central Europe,” by Dr. G. Tugendhat, 
Manchesfrr Guardiajt Commercial, 29.7.26. 
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Sweden. 

The Swedish banking system, centred round the Riksbank 
— founded in 1656 and now the oldest bank in the world — 
has developed on lines somewhat similar to those of this 
countrj'. Up to the beginning of the twentieth century, 
the Swedish banks constituted what was perhaps the most 
t3T5ically regional banking system that has ever existed, 
from the fact that each bank confined its activities to a 
given region — county or province as the case may be — and 
vdthin such limits its semi-monopoly was carefully respected 
by tile other banks. r.- 

Since 1903, however, amalgamation between the banks 
has proceeded on a scale comparable only with that in 
England, and, as a result, about 60 per cent, of Swedish 
banking business is now controlled by the “ Big Four ” — • 
Svenska Handelsbanken, Skandinaviska Kreditaktiebolaget, 
Goteborgs Bank and Stockhohns Enskilda Bank. In addi- 
tion to these leading institutions, there are a number of 
other banks of various types — a few local hanks, carrying 
on business in a given place and its immediate neighbour- 
hood; several regional banks, confining their activities to 
particular areas, and three inter-local banks, spreading their 
business in branches throughout the country. I'ogether, 
the Swedish banks have about 1000 offices, or one office to 
every 6000 inhabitants — a higher proportion than in any 
country other than Great Britain. 

The extensive assistance rendered by the Swedish banks 
to industry is traceable to the remarkable development in 
that country of the system of deposit and savings accounts. 
Whereas in England there are only two important types of 
credit account — ^the ordinary current account and the deposit 
account — ^the Swedish banks feature five different types, 
varj^ing from the current account as we know it to deposit 
accounts subject to one, five or six months’ notice for 
withdrawals.^ The rates of interest paid on semi-permanent 
deposits are naturally higher than are paid on the shorter- 
dated placements, and, by maintaining this variety of deposit 

months’ notice) ; kapitalrdknuig (four 
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accounts, the Swedish banks have been able botli to cater 
for the tastes of different kinds of depositors, and also to 
attract to themselves a high proportion of real savings 
which would otherwise have sought emplo3-ment elsewhere 
Thanks to such arrangements, the turnover of Swedish 
bank deposits is extremely slow, with the result that the 
banks have been able without difficulty to apply the funds 
left with them to meet both the long-term and the short- 
term requirements of industr}^ a matter in which the\' have 
been assisted, like the banks of Germany and other con- 
tinental countries, by the fact that their subscribed capitals 
are much higher in proportion to their advances than those 
of the banks in England. Furthermore, the Swedish public 
has long preferred to place its savings in the hands of the 
banks rather than direct^ into industrial issues, with the 
result that the banks have been compelled to accept the 
role of financial mid^emen between the sa\dng public and 
mdustTy^ Hence, “ it may be estimated that about half of 
the total credits of the banks is granted direct^ to industrial 
undertakings against bills and mortgages. But on top of 
that about 25 per cent, of the total loans are made against 
s ares ^ as collateral, and, as these are mainly industrial 
secunties, practically about 70 per cent, of bankers’ credits 
m bweden are for industry, directly or indirectly, and these 
loans often form standing credits for rather large amounts.” ^ 

Advantages of the Continental System. 

There is undoubtedly much to be said for the continental 
system. It is logically sound that the banks should have 
intimate first-hand knowledge of the financial pos'ition of 
businesses in which their funds are invested. Moreover, 
there are odcasions when the banker’s special Imowledge and 
advice must be of the greatest benefit to a concern when 
import^t.- questions of financial policy are being discussed 
+7 t ^^PPO^ters of the system frequently contend 

that It hc^ done much to maintain the elasticity and respons- 
iveness of the industrial fabric, and that it has been largely 
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responsible for the rapid rehabilitation of continental indus- 
try since the War. The case for financial initiative, as has 
been well stated by the Economist,'^ is that an outsider can 
weigh up the situation as a whole better than those in the 
business, who often cannot see the wood for the trees ; that 
frequently heads of firms and directors of companies have a 
vested interest in preserving their situations ; that if nothing 
is done, the banks, in common with the rest of the com- 
munit}'^, suffer; and, finally, that the financiers have the 
indispensable means of smoothing the way. 

The vital but intricate question whether this system could 
be advantageously appUed in this country, even in a modified 
form, is one which can be considered only after a review of 
the essential functions of the British joint-stock banks. 

^ Banks and Business, January, 1930. 



CHAPTER V 


TllJi: ri.VAKCK OF I5KITISII INDFSTIIY : Ol'K BA?CKIN'G 
TRADITION OF NON-INTERIRUENCn 

The suggestion thnt our banks do not afford as much assist- 
ance to industry as the}' might, or as much as is afforded 
by the banks in other countries, is not bj’’ any means recent. 
It is ycaiT since the suggestion was first made that Englisii 
banks are so much more zealous of their international 
business than of the needs of their domestic customers that 
Britain’s internal trade suffers through an undue accumula- 
tion in the City of London of funds gathered from the 
provinces to finance international banking business. Equally 
long e3tabli.shed is the charge that the small trader c.vperi- 
ences the greatest difficultj'— " that he has to run the 
gauntlet of many fonnalitics and obstacles ” — in obtaining 
adequate financial assistance from the banks, whereas the 
large capitalist and the company with prospects have no 
difiiculty in satisfying their capital needs through the 
London Capital Market. 

And our banks are by now well used to the contention 
that they are ultra-conservative and ultra-cautious— tlie 
implication being that tliey arc ready at all times to grant 
short-period loans against undoubted sccurit}^ whereas they 
are rarely willing to accept what appear to be reasonable 
business risks or to assist industry by the provision of 
long-term capital. 

The British Banking Tieadition of Non-interference. 

Charges of this kind call into question those vital principles 
of joint-stock banking which have operated so successfully 
in this country for nearly a century. We may best explain 
this statement by briefly reviewing the essential features of 
English banking and comparing them with those of tlie 
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leading continental systems, which, needless to say, have 
rerci\‘erl paeans of praise from those who have been foremost 
m condemning the inadequacy of our own institutions. 

The fundamental principles of English banlring are, first, 
the acceptance of deposits (largely repayable on demand by 
cheque), and, secondly, the granting of short-period loans 
at interest. The second of these two principles is, of course, 
cm Graced in the first. Banks who promise to repay on 
demand millions of their customers' money cannot— indeed, 
dare not — ^lock these millions away in long-dated loans. 
The funds must be kept as liquid as possible, and, for this 
reason, English banks have made no secret of their prefer- 
ence for short-term loans of small amount, widely distributed 
and regularly maturing under agreed terms of repayment. 
Much of tliese funds they invest in first-class bills, maturing 
within a period of not more than three months, while they 
invest a further proportion in gilt-edged securities which, 
in normal circumstances, are realisable without difficulty. 

In like manner the banks endeavour to arrange their 
loans to trade and industry in such a way as to maintain 
maximum liquidity. They aim at supplying circulating 
rather than investment capital; at financing the purchase 
of raw materials and the sale of manufactured goods rather 
than the purchase of plant and equipment. Their object 
is to ensure that their loans are continuously turned over, 
so tliat while new loans are in process of arrangement others 
are being paid off. Hence, the English banlcs prefer to 
lend money to traders in relativel}^ small amounts on the 
understanding that the loans shall be regularly reduced out 
of profits, or to private individuals on the understanding 
that regular repa5mients shall be made out of earnings or 
income, rather than to tie up capital for several years in 
mortgages on property or in loans to limited companies 
against debentures. 

T-he bedrock principles of British banking are thus still 
the same as those laid down 100 years ago by Gilbart in 
his famous “ Histoiy and Principles of Banking." Gilbart 
propounded three important theses in relation to bank 
loaning : -first, that it is not the business of banks to supply 
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their dislomci-s with capital to carry on their trade; second, 
tliat it is contrar}' to nil sound principles of banhing for a 
banker to advance money in the form of permanent loans 
on dead sccurUics such ns collieries, mills and manufac- 
tories; and, third, that it is bad policy for a bank to make 
a very large permanent advance to any one customer. 

But it must not be thought that our banks never grant 
long-term advances. It is merely intended to imply that 
as a general rule they -prefer the short-term liquid type. 
Moreover, the ])anks are now probably more conservative 
m this regard than they were previously, since the depressed 
industrial conditions which have followed the Great War 
have caused many of the loans made to industry to become 
vnmohhscd, or frozen ; that is to sa}-, many advances made 
on tlie basis of early repayment have become long-period 
cans with no certainty as to eventual repayment. 'J'his 
has been especially the case in the cotton, woollen, iron 
steel, shipbuilding and engineering industries, so much so’ 
indeed, that m a number of cases the banics have them- 
selves had to take in hand the financial reconstruction of 
the enterprises and have had to make considerable monetarv 
sacrifices in order to permit of some degree of rehabilitation. 

But whether the English banker lends for short or for 
long periods, he always maintains the position of creditor 
in relation to his borrowing customers. He never assumes 
any responsibility for the conduct or management of a 
customer s business, in the capacity of partner, director or 
othenvise. Just as our banks have adliered to their tradi- 
tions of short-term loaning, so the business man in this 
country has jealously guarded the complementary'tradition 
of freedona from interference, and our bankers take the view 
that he would strongly resent any departure from this 
custom. A large number of our manufacturing under- 
takings are wealthy concerns and would not tolerate for 
one moment interference by bankers in tlieir affairs, and 
indeed would probably resent any inquiry into the nature 
of their business arrangements.” i The keynote of tlie • 

Trade, 1916 Committee on Financial Facilities for i 
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British system of banking credit is that both debtor and 
Credit-Or shall function with a maximum degree of independ- 
ence and freedom from restraint. It is in this respect that 
’A c find the greatest contrast between the English and 
continental systems. 

Under the system operative in this country, the banker 
grants his advance and relies on his security to cover eventual 
repayment, while " his return by way of interest and com- 
mission charges is, of course, fixed or understood. On the 
other hand, the prudent debtor will proceed to use the 
borrowed money to 'the best advantage and will rejoice in 
the exclusive right to profits which may be made. It is, 
therefore, this complete freedom from interference which, 
naturally, must appeal because it is characteristic of our 
national outlook always to allow free development to that 
which is individual. In practice, too, the rights of both 
debtor and creditor are jealously guarded in British courts 
of law.” 1 

This position of affairs is, of course, in distinct contrast 
to that existing on the Continent, where, as we have seen, 
the banker exercises a direct and highly important ” inter- 
ference ” with the business of his customers. But " the 
English banking practice of non-interference with the 
management of a company has undoubtedly been a sound 
one in the past and a help to the development of industry, 
for, having no direct financial interest in any business, a 
bank has only had to concern itself with the safety of the 
loan made, and has not had to study the effect that financing 
the rise of some new firm or industry would have on any 
older established business in which the bank was itself 
financially interested. Thus greater freedom and scope are 
given for development, and the banker has an unbiased 
mind with regard to the financing of new inventions or 
developments in industry.” ^ 

‘ If we are to renounce this system and all that it implies, 
aJid in its place accept the practice which obtains in other 
countries, we must, at least, be prepared to adapt ourselves 

5 Industrialist,” the Statist, 18.1.30. 

Presidential Address of Mr. R. Holland Martin to the Institute of 
xJankers, 6.11.29. 
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to entirely new principles. This, no doubt, will be a matter 
of some little difficulty, because the outlook of the creditor 
is quite incomparable with that of the shareholder, and 
not onl}’’ will their powers be in direct opposition one to 
the other, but they will also differ in no small degree regard- 
ing their respective rights. Apart from direct control of a 
company’s affairs, the question of foreclosure may present 
new difficulties to a ‘ creditor ’ who has also assumed the 
role of ' shareholder,’ and, under such conditions, it might 
reasonably be imagined that cases would frequently arise 
where the rights of the former would be unwisely subordin- 
ated to those of tJie latter. In this way orthodox business 
principles would doubtless be more openly disregarded, and, 
under stress of keen banking competition, sound principles 
might indeed be still further violated.” ^ 


Char.vcteristic Development of British Industrial 
Enterprises. 


The fact tliat our bankers have fostered the tradition of 
short-term loaning and non-interference in industr 3 ’' 
largel}’ due to the development of industry in this countrj' 
on peculiarly individualistic lines. That is to say, many of 
our leading industrial and commercial enterprises owe their 
inception and subsequent growtli to the industrial pioneers 
of the last century, who were not only responsible for the 
direction of the organisation under their control, but also 
supplied most of the capital from their oivn savings and 
profits. "The small-scale indi\adual unit in the textile 
industries, the backbone of Victorian advance, depended for 
its continuous progress upon the supplies of personal capital 
provided by abstemious living proprietors. Modem rates of 
taxation have completely altered the distribution of the 
supply of capital, and it must now be attracted from tlie 
small rivulets of the many.” ~ 

In general, such capital was supplied without difficulty 
because the majority of our factories were insignificant 


^ " Bankers and the Industrialist," the Stalist, 18.1.30. 

- Sir Josiah Stamp on " The Present Position of Rationalisation." an 
address to the Textile Institute of Bradford, gth January, 1930. 
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affair?, and, since development was gradual, the necessary 
funds for extension could be found by the owers of the 
business with comparative ease. Where funds could not 
be obtained in this way, resort would be had to the London 
Capital I\Iarket, whence adequate supplies were assured 
because Britain was already an important and relatively 
wealthy commercial country with a rapidly developing 
financial organisation in the City. So, when our joint-stock 
banks began to develop in the middle of the last century, 
they found the financial mechanism already well adapted 
to the needs of industry. - The machinery for promotion, 
underuTiting and issuing was already functioning with 
reasonable efficiency; long-term credit for joint-stock enter- 
prise was readil}!- obtainable, and the rapidly developing 
banks found their most profitable avenue of operation in 
the business of short-term loaning. 

The business of tire English joint-stock banks did not, 
therefore, develop on the “ mixed ” lines of the continental 
banks. British banking is essentially "pure” banking; 
it depends on short-period loaning, and leaves to other 
financial agencies the provision of long-period funds for 
capital as opposed to revenue purposes. Our banks had 
not the same incentive as had those of other countries to 
develop into central reservoirs of credit from which funds 
for capital outlay could be drawn at will. They applied 
themselves to the provision of current or temporary advances, 
and left business men to raise any necessary capital for 
extension either from private fortunes or from the English 
Capital Market, whose development kept pace with the 
growth of British enterprises at home and abroad. 

With considerable justification, therefore, our bankers 
point to the existence of this market as a reason for' their 
having regard chiefly to the short-term needs of industry 
rather than to its long-period requirements. They argue 
tliat there are in the Capital Market such e.xtensive facilities 
that no legitimate business need remain for a day without 
the necessary funds for profitable expansion and develop- 
nient. In no otlier country are there organisations which 
surpass in efficiency and experience the London Stock 
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Exchange, llic London issuing houses, investment houses, 
finance companies and underwriting agencies, and in no 
other country is there a more varied and enterprising band 
of company promoters than is to be found within the 
boundaries of the City of London. 

The English Capital Market. 

The accurac}^ of tliis contention will be better appreciated 
after a brief review of the functions and scope of tire institu- 
tions which comprise the Capital Market. Actually, the 
market may be said to embrace not only the Money Market 
itself, but also the whole of that specialised machinery in 
the Cit}' of London which is primarily concerned with the 
transfer of capital from those who wish to invest it to 
those by whom it is required, together w-ith a wide circle of 
other less defined agencies which perform a similar function. 
The Capital Market, in fact, comprises an inner and an 
onicr ring. 

The Outer Capital Market. 

The Outer Capital Market, which is much the less cen- 
tralised of the tw'o divisions, comprises the services of the 
solicitor, the provincial broker and the building societies, 
together with the system of trade credit and all those Ic.^s 
defined but widespread arrangements w’hich facilitate the 
rnovdment of loanable capital from investor to bon-ower. 
Though the Inner Capital lilarket plays the leading part in 
linking up the demand for capital with its supply, it is 
seldom realised to what extent industry is financed tjirough 
the l^s defined but none the less important agencies con- 
stituting the Outer Market. Loans of large and small 
amounts are made daily through solicitors on little or no 
secimity other than faith in the borrower’s integrity and 
ability; professional moneylenders advance huge amounts 
to individuals of every class; large sums are lent by building 
societies on the_ security of mortgages; while, in most 
industries, working^ capital is supplied for short periods 
through trade credit provided by merchants, dealers and 
middlemen. 

It may truly be said that the typical merchant is not 
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mcrclj- a buyer and seller; he is also a financier in the 
Iriif sense of the word, utilising a certain proportion of his 
capital in granting trade credit and accepting similar 
facilities in return. In some industries, particularly in the 
cotton industry^ the provision of short-term credit by such 
means is of first importance, for the intimate loiowledge 
which traders in this industry have of their customers 
enables them to afford credit facilities and to perform 
loaning ser\ices which no banker would undertake. 


The Inner Capital Market. 

This section of the Capital Market is highly centralised 
and embraces three distinct groups : {a) the specialised 
institutions of the Money Market proper, dealing with 
short-term capital : (b) the_ market in new securities or 
new capital, consisting of the man}'- forms of trust and 
finance companies in the City, the company promoters, 
underwriters, issue and advertisement houses, all of which 
are engaged in company flotation; and (c) the market in 
issued securities or invested capital, represented by the 
highl}' organised London and Provincial Stock Exchanges. 

The joint-stock banks are undoubtedly the foremost 
members of the Inner Capital Market. They relieve the 
capitalist of the entire work of management of his disposable 
short-term funds, and, through an elaborate system of some 
5000 branches, establish business relations between large 
numbers of people who have capital available for invest- 
ment and people who are desirous of turning it to account. 

The trust and finance companies comprise a large group 
of several hundreds of institutions, ranging from the highly 
reputable trust company proper to less known; financial 
houses engaged in more speculative operations. Many and 
varied are the purposes for which such institutions are 
formed. Those which operate mainly at home invest funds, 
discount bills, underwrite issues of new securities, convert 
businesses into joint-stock companies, act as trustees and 
agents, purchase assets of insolvent estates, acquire and 
develop property, and generally assist commercial under- 
takings.' ^ ' ’ 
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Investmext Trusts. 

In recent 5.-ears, investment trusts have become ven' 
prominent not on]}' in this country but also in the United 
States, and shares therein are being increasing]}' favoured 
b}' tlie small investor. Tlie function of tlio trusts is to 
invest the funds entrusted to tlicm in sucli a way that, by 
judicious distribution, by limiting risks incurred in any one 
direction, and through the advantages of specialised study 
of mvestment, a higlier income return may be obtained on 
the money than is available to the ordinal investor. 

The funds of the investment tnists are spread over a 
large number of varied undertakings and, as a rule no 
more than 5 per cent, of the capital is invested in any 
one enterprise. It is estimated that at present about 
50 per cent, of the capital of the English investment trusts 
IS invested in undertakings in Great Britain. 

As favourable opportunities arise, the holdings of a trust 
c^e vaned and those shoving capital appreciation are realised, 
but the making of profits in this way is merely subsidian' 
to the mam busmess, and any profits so realised are not 
distnbuted but are transferred to resen'e. The distributable 
revenue of the trust is derived entirely from interest and 
diMdends on investments. The investment trust proper is 
not a speculative concern, but seeks to obtain the ma.ximum 
retuni consistent vith the minimum of risk. There are 
however, many institutions, especially in the United States' 
vhich, under the style of investment trusts, conduct opera- 
tions in shares of a distinctly speculative character. 




^orms, but, unlike the invest- 
ment trusts, they seek to control the enterprises in which 
they are mterested and, with this end in view, concentrate 
on a small group of undertakings. Their business is much 
more speculative than that of tlie investment trusts. They 
but treat tlie profits derived from pur- 
c ases and subsequent sales as revenue. They also assist 
m the flotation of foreign loans and arrange for the e.vclSge 
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of the slcrliiig raised by means of the loans into the currency 
of the isorr owing country. 

Since these companies seek high returns, and since thein 
holdings are not widely distributed, they take considerable 
risks and are liable to be seriously affected by financial 
depression or disturbed monetary conditions. The com- 
panies ^^hich operate mainly overseas have especially varied 
objects. They are formed to invest in all types of foreign 
securities, in real'estate mortgages, railway bonds, rubber, 
tea and coffee plantations ; to assist industrial development,' 
acquire freehold land and work railways j to carry on 
general financial business, and to act as trustees and agents. 
In fact, the great variety of purposes for which these 
finance companies are formed tends to obscure their principal 
function— that of supplying capital. Companies of this 
Idnd wliich operate on a group basis, i.e. companies which 
hold the shares of a group of operating companies, some- 
times betraj’’ a position of extreme weakness, as was strik- 
ingly demonstrated on the London Stock Markets during 
the latter half of 1929, when several of these groups, con- 
trolling millions of capital, were involved in an unprecedented 
financial crash. 


Issuing Houses. 

The principal function of the issuing houses is to offer 
new issues for subscription to the investing public, not only 
for domestic purposes, but also to meet the requirements 
of foreign borrowers. The objects for which such issues are 
made are many and varied — ^to construct harbours or rail- 
wajs, to assist trade development or to help to restore a 
stable currency — and the tendency is for certain issuing 
houses to specialise or concentrate in a given direction.- 
Sorne houses handle only domestic business, others only 
foreign issues; some are reputed for their handling only of 
first-class propositions, whilst others again are laioum to 
favour the more speculative type of transaction. 

^ The issuing houses may be said to act as pipe-lines between 
mdustry and the idle resources of the investing public. 

heir first duty is to examine carefully the merits of any 
new capital issue which is proposed. They decide whether 
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the issue is justified by the position of the company or 
Government or other bod}’ which wishes to raise money, 
whether the security is good, and whether the public is 
likcl}? to get a fair deal. 

To borrowers, the issuing houses render a distinctly useful 
service. Thanks to their intimate knowledge of the state 
of the Capital Market, they are able to advise as to when 
and how an issue shall be made, and, by shrewdly timing 
the operation, they often save the borrower considerable 
sums. Furthermore, the borrower is relieved of all the 
work and worry connected with the raising of the capital 
by an arrangement whereby the issuing house takes over 
the loan at a price below the public issue price and transfers 
the ultimate net proceeds of the Lssue to the borrower, 
whether the public response has been satisfactory or other- 
wise. 

The issuing house is obviously unable to guarantee the 
security of the issue which it sponsors, and it must accept 
the figures and statements proidded for it. In most cases, 
however, the chief danger against which the investor needs 
some safeguard is not intentional deceit, but the vague 
optimism and oversight which are characteristic of so man}' 
borrowing operations. The first-class issuing house does 
not sponsor any issue which it considers of a doubtful 
character, and, in thus preserving its owm good name, it 
performs an important function in protecting the public, 
and so facilitating the rapid and economical distribution 
of new capital. In discharging their function, the issuing 
houses have an important adjunct in the Stock Exchange, 
because if people are to subscribe freely, they nYust, of 
necessity, have a ready means of realising their investments 
whenever they desire to do so. 

The Market for Negotiable Securities. 

The market for negotiable securities is primarily concerned 
with the supply of capital for long periods, and, as already 
indicated, really consists of two distinct organisations — 
the market for new securities and the market for old or 
issued securities. The function of the first of these is to 
formulate the demand for capital by expressing it in the 
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form of a variety of negotiable securities adapted both in 
aino-.mt and in the degree of risk to appeal to a widespread 
public. UndervTiters guarantee the subscription of the 
whole or part of the issue; weU-lcnown brokers lend their 
names to prospectuses and open up a market among their 
clients; bankers receive subscriptions and issue securities 
in return ; wdiile the specialised machinery of the advertise- 
ment houses enables them to distribute an enormous number 
of prospectuses among a selected public. 

The Stock Markets. 

The work of the market for issued securities, ix. the 
Stock Exchange, is ancillary to the main function of the 
Capital IMarket, which is to obtain supplies of new capital 
from the public. It contributes to this end by providing 
facilities by which securities; after they have been pur- 
chased, may be readily exchanged and realised. The 
organisation of the market as a whole enables an immense 
number of small portions of capital to be collected from a 
wide public and placed at the disposal of states, munici- 
palities, industrial organisations and commercial enterprises 
in all parts of the world. 

Assistance afforded by the Banks. 

The foregoing brief survey of existing financial institu- 
tions supports the contention of our leading bankers, that 
the normal requirements of British industry are well pro- 
vided for between the short-term facilities afforded by the 
banks and the long-term facilities of the Capital Market. 
And there can be no doubt that these highly organised 
institutions enable industrialists in this country to borrow, 
on the whole, more cheaply than industrialists in any other 
countries. “ It is safe to say that neither in France nor 
Germany (not to speak of the situation in Austria, Italy 
and the new countries) can the average business man 
borrow anything like as cheaply as he can in this country, 
and tliat it is extremely 'doubtful whether the bulk of com- 
mercial and industrial loans, as distinct from financial loans, 
are negotiated cheaper in the United States of America 
than here. . A comparative;Statement of this kind . . . 
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does do something to remove the feeling that the British 
business man is specially affected by the banking system 
in this colmtIy^” ^ 

In this coimection, our bankers point out with perfecl 
truth that the rates of interest charged in this countiy’ for 
loans are no greater than is received, or ought to be received, 
on fully secured preference shares or debentures, and that 
such rates are not as high as should be obtained on ordinaty- 
shares. Hence, the}'^ argue, it is unreasonable to expect 
the banks, for the rates which are now charged, to under- 
take tlie greater risks involved in actually becoming pro- 
prietors of businesses in which the}’- are fmancially interested, 
as is frequehtly the case on the Continent. If industrialists 
insist tliat the banks shall take greater risks, then they 
must be prepared to pay higher charges for the accom- 
modation. 

Unfortunately, it is not possible to obtain any precise 
statistics indicating the degree of assistance afforded b}- 
our banks to industry. Even if such figures were available, 
it is unlikely that they would be accurate, since the banks 
are not always able to ascertain precisely for what purposes 
money advanced by them is being applied. Nevertheless, 
the fact is incontestable tliat a very high proportion of bank 
advances is applied to such industrial uses as the production, 
distribution and marketing of goods; the purchase of 
consumption goods by private traders and business concerns ; 
the supply of floating and permanent assets; to bridge 
over the period between actual outlay and the raising of 
the necessar}’ permanent capital to meet it, and, in general, 
to assist the smooth ^vorldng of the national trade machinery 
by promding, seasonal advances of a temporary character. 
As long ago as 1916. -the Board of Trade Committee on 
Financial Facilities for Trade reported that "the Britisli 
banks offer liberal accommodation to the home producer. 
British bankers are not shy in making advances on the 
strength of their customers’ knovm ability and integrity, 
and the charges for accommodation are, we believe, lower 
than the corresponding charges in foreign countries. We 
find also that in the case of large contract operations British 
^ T. E. Gregory, Pinancial Times ^ 3.10.27. 
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cont'n^xlor?, with the assistance of financial houses, have in 
the ]3ast been always ready to provide large amounts of 
capital and to take considerable risks in connection with 
the operations which they have undertaken." 2. 

The Distribution of Joint-Stock Bank Advances. 

Some light was thrown on this matter by Mr. McKenna 
in his annual speech to the shareholders of the Midland 
Banlv in the spring of 1929, when he analysed the advances 
made by that bank. to various groups of customers. He 
pointed out that, while no definite conclusions could be 
drawn from the figures of total advances as to the degree 
of accommodation given by his own bank to trade and 
industry, the figures of the distribution of the banks' loans 
among the various industrial groups afforded no evidence 
that the banks did not cater for industrial needs. The 
statistics given by Mr. McKenna are sufficiently important 
to warrant reproduction, since they must reflect the position 
in other banks. 


Percentage Distribution of the Total Advances of 
the Midland Bank, Ltd. 


Jtme, 1928 . 

Textile Industries (including brokers, merchants, 
spinners and manufacturers) 

The cotton and wool industries were said 
to receive about equal proportions ; silk and 
other textiles to account only for a very 
small part. 

Building and Land . . , . • 

This was stated to include temporary 
advances for investment in houses and 
land, and for the purchase or construction 
of houses for the buyer's own occupation. 
The larger part was said to be lent direct 
to builders, contractors, brickmakers and 
others, and for tliis reason these advances 
are extremely liqmd, since they are repaid 
on fulfilment of the contract or sale of the 
building. Advances to private persons for 
investment in houses are granted during the 
arrangement of the mortgage. 


Advances, 




^ 'Cd. 8346. H.M. Stationery Office, I9i6, 
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Iron, Steel and oilier I^Ietal Manufaelurcrs, En- 
gineers, Machinish, Shiphuilders 
Agriculture 

Some of this total was said to be lent for 
the purchase of farms, but most of it was 
staled to consist of temporary advances for 
ordinarj" fanning operations, 

Eood, Drink and Tobacco . . , , 

Leather, Eulhcr and Chnnicah 
Miscellaneous Trades : Nrrespaper Undertakings 
and Paper Manufacturers 
Shipping and Transport • . . * 

Coal 

^ ^ Total — basic industries . 
n holesalc and Retail Traders . . , . 

To the distributive traders there were 
slated to be 31,000 loans, each loan averag- 
ing on!}’' /330, and over 40 per cent, of tlic 
total loans under this heading were said to 
be lent to retailers with single shops. 
Professional and Private Advances together xvith 
Loans on Trust ^Iccounts * 

Social Authorities, Gas, Electricity, Water and 
other Public Utility Companies 
Entertainment Companies, Clubs, Societies and 
Associations, Churches, Hospitals and 
Schools 

Insurance Companies and Brokers, Finance 
Houses, Trust Cojnpanics and Foreign Banks 
and Miscellaneous Finance Loans 

These are generally for short periods 
only. Loans to foreign banks are largely 
for the finance of international trade. 
Invcslincnts in Stocks and Shares 
Certain impcrso 7 tal accounts 

Total — other advances 


A dvanecs. 


7 1^0 


0% 

4 % 


4 % 

3i% 




57 


/o 


3P/o 


olO/ 

/O 


S% 


SJ% - 


42^% 


100 % 

If these percentages can be taken as representative of the 
advances made by each of the clearing banks, they indicate 
a high degree of hanking assistance to industry. Moreover, 
tile facilities offered by the banks in this direction hai'e 
increased considerably in recent years. In December, 1921, 
the total advances of the ten London clearing banks were 
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£780 niillioii, whereas in December, 1929, they were over 
£989 million. This increase of nearly 27 per cent, is remark- 
able in view of the facts (a) that the general level of prices 
fell considerably during this period (implying a marked 
rise in the purchasing power of the funds advanced) ; and 
{b) that the corresponding figures for deposits were : Decem- 
ber, 1021, .£1,863, 000, 000 December, 1929, £1,811,000,000, 
a decrease of nearly 3 per cent. Thus, contrary to general 
criticisms, the financi^ stake of our banks in industry 
increased botli actually and relatively during the decade 
1921-1929, even though their disposable funds, i.c. their 
deposits, had actually fallen during the same period. With 
reference to this position, the Hon. Rupert E. Beckett 
stated in J930, that " under the present system of British 
banking we are near to saturation point, and as regards 
loans and advances, the further substantial demands can 
be safely met only by an increase in the banks’ capital, 
\Wietlier the time has arrived when it is a desirable policy to 
throw on to us bankers, whose bases are deposits repayable 
on demand, the responsibility of finding capital for trade is 
a question that I answer for myself in a direct negative.” ^ 

Are the Resources of the Banks employed for Finance 

RATHER THAN INDUSTRY? 

The figures supplied by Mr. McKenna appear to prove 
unmistakably that there is little truth in the suggestion 
that the resburces of British banks are applied in finance, 
especially of an international character, rather than for 
home industrial purposes. It will be observed that, of the 
total advances, only a part of 8 per cent, is directly stated 
to be lent to foreign banks {i,e. for the finance of international 
trade), while 8£ per cent, is lent for investment in stocks 
and shares. Or, to put it in another way, ” Industry and 
Trade ” receive 69 per cent, of the Midland Bank’s advances, 
whereas “ Insurance, Finance and the Stock Exchange ” 
get only i6|- per cent. Commenting on these figures, Mr. 
McKenna said, ” It is clear that if on a strict analysis we 

^ Presidential Address : Manchester and District Bankers* Institute, 
10.1.30. ■ 



128 BANKS AND THE FINANCE OF INDUSTRY 


could add together all those loans, witliout exception, 
which represent part of the necessary equipment of pro- 
duction and trade, we should arrive at a very high propor- 
tion of the total. Hov/ high the proportion is it is impossible 
to say with exactitude, but I am sure we shall be on the 
safe side if we assert that nine-tenths of our advances to 
customers are of this character.” 

In a final thrust he almost conclusively disposed of the 
criticism here mentioned: "Loans to foreign banks are 
many times exceeded by deposits placed with us by those 
institutions, and are largely for the purpose of financing 
international trade. Only an insignificant proportion, in 
fact, less than one-half per cent, of our total advances, is 
extended to undertakings operating abroad. In other 
words, practically the whole are for home purposes of one 
kind or another.” • 

Mr. McKenna’s arguments and statistics accord with a 
similar statement made by Mr. Beaumont' Pease of Lloyds 
Bank,^ in the course of which he gave the following data 
respecting the distribution of that bank’s loans at a certain 
date towards the end of 1926 : 


Agriculture . 

Personal and Professional 
Retail , 

Local Authorities • 

Iron and Steel 
Coal 
Cotton 2 

Chemicals and Fertilisers 
Oils and Fats 
Paper, Printing and Publishing 


Total. 

L 


Average amount 
of each loan. 

i 


• 18,503,000 

• 43.537»ooo 

i?.537.ooo 
. 7,068,000 

3.174.000 

3.890.000 

• 3,808,000 

. 894,000 

. 1,670,000 

. 1,818,000 


S81 

545 

610 

5.4S4 

7.934 

12 , 02 ’; 

15.356 

6.337 

16,216 

3»024 


No indication was given by Mr. Pease as to loans used 
for the finance of international trade or of Stock Exchange 
transactions— presumably the totals in these categories are 
included in the general total " personal and professional ” — 
^ Annual General Meeting, 4th February, 1927. 

2 Mr. Beaumont Pease explained that the figures relating to cotton were 
misleading, as so much of the finance of this commodity is done bv wav of 
discounting. ^ j 
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.out there are no grounds for the belief that they are in any 
^way as large as is supposed in some critical quarters. 

I Dealing with the same matter in February, 1928,^ 
Mr. Beaumont Pease stated, I am sometimes asked — and 
tJie matter is occasionally referred to in the Press — ^how 
far the facilities afforded by British banks to the industries 
;of this countr}" are affected or restricted by loans made by 
those banirs to foreign countries. So far as this bank is 
; concerned, I may say that the balances which we maintain 
' with our banldng correspondents abroad are covered many 
. times over by balances recen’'ed by us from abroad which 
are available for additional lending on this side, and also 
i|that customers' overdrafts at our Indian branches are less 
* than 54 per cent, of our Indian deposits. Apart from this, 
, the money which we lend abroad is insignificant." 

Neither the figures of Mr. McKenna nor those of Mr. 
Pease support the view that " there is a persistent export 
c of British capital to markets where it can jdeld the highest 
intermediary profits mthout reference to the needs of 
‘ industrj^ or to the credit situation at home " ; ^ or the further 
suggestion of the same writer (whose expressed views were 
presumably representative of those of the important body 
with which he is connected) that foreign rather than home 
production has been stimulated, because a large part of our 
bank advances has been made to importers in this country 
for the purchase of goods manufactured abroad. 

The London issuing houses, who are, of course, mainly 
responsible for capital issues on the London market, are 
equally emphatic that their services are largely given to, 
and are vitally beneficial to, home industry. On this point. 
Sir Eric Hambro recently stated : ^ " The connection 
between British industry and London issuing houses has 
never hitherto been close , . ." but I would protest 
against the fallacy which has once again appeared, that 
issuing houses such as ours are guilty of an unpatriotic 
action when they issue a foreign loan in that they are 

^ Lloyds Bank Annual General Meeting. 

“ Letter of J. A. Corcoran, of the National Union of Manufacturers, to 
the Financial Times^ 23.11.27. 

^ Annual General Meeting of Hambros Bank, Ltd., 29.5.30. 

K - 
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supplying tlie foreigner with capital which would otherwise 
be available for British industry. 

‘‘ Ydien a foreign loan is issued the proceeds of that loan can 
only be made available to the borrower in sterling. Tlic sterling 
can only be transferred into foreign currency b}’’ a purchase of 
Bntish goods and services, a rcpajanent of debts owing to 
England, or an export of gold from England. It is only the last 
method that can in an}' way Imrt British industry, and wc know 
from past experience tliat this method only becomes operative 
as a last extreme. 


I therefore regard as unnecessarj' any official restriction of 
loans to foreign countries. Funds for foreign investment are 
uenved frorn the country’s activ’e trade balance, and this is not 
unhmited issuing houses know well enough when the margin 
of safety is likely to be reached. Funds for domestic invest- 
ments are of a different order; they arc derived from the sardngs 
of the countr}' irrespective of its trade balance. 

But the point I wish to emphasise is this : it is just as 
important to finance the buyer of British goods as it is important 
to nnance the seller, and tliat form of banking which we practise 
P^en tlie necessary concomitant of the development 
of British industry. Even if we are now to place our issuing 
power more directly at the disposal of British industry, we 
snail not, I hope, in the interests of the same industr\^ dlscon- 
tinue to finance its customers.” 


Financial Assistance for the Stock Operator and' 

Speculator. 


In regard to the supposed degree of assistance rendered 
by the banks to the Stock Exchange, Mr. R. Holland 
Martin had some illuminating tilings to say during his 
Presidential Address to the Institute of Bankers.^ 


‘‘^e relative amount of bankers’ deposits lent for Stock 

'is certainly smaller than it used 
to be m pre-War days, and it will be remembered that when the 
^ount so lent, large as it was, was less than 

^ SfnoF now lent to the members 

f the Stock Exchanges in London and the countr^^ is not more 
than IS required to enable those institutions to play their part 
m fonvarding the interests of the industry of to-d£y, which is 
havmg an active and free market in its shares. 
How else could industry continuously raise the fresh capital 

mistake to treat finance and 
P mutually opposed, and to 

infer that those who suggest and provide the means of carrying 

* ^ 6.IX.29. 
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out great cnierprises are not necessary in our commercial life. 
Tile interests of the two should be, and in my opinion they are 
in this countrj^ at the present time, the same. Finance cannot 
for long be successful if industry and trade are not prosperous. 
The financial pre-eminence of the City of London, of which we 
are so proud, would crumple up like a house of cards if we as a 
nation ceased to take a leading part in the commerce of the 
^rorld. Bankers are adjured to confine their advances to those 
who use the mone}?^ for productive purposes and to avoid giving 
any assistance to thfe speculator. But without the speculator 
modem business could noUbe carried on. He is the man who, 
taking long views, is prepared to xmdertake risks ; in the earlier 
days of our history he would have been called a ' merchant 
venturer." If a big industrial undertaking appeals to the public 
for funds, and, for some reason or other, the response of the 
public is insufficient, the undervTiters have to take the balance 
of the issue, which has to be carried the speculator until it 
is absorbed by the public. The speculator, to enable him to 
cany the stock, may require a loan from a bank, and such a 
loan is as much a direct assistance to industry as if made to 
the underialdng itself/" 


Assistance for the Small Trader. 

Possibly the contention most emphatically refuted by 
the figures given by Mr. McKenna and Mr. Pease is that 
our banfo do not adequately assist the small trader, who, 
unlike the large capitalist, is unable to satisfy his need for 
funds by resort to the London Capital Market, where the 
resources of private investors are mobilised more especially 
for the benefit of large companies with the necessary organisa- 
tion and prospects to attract them. On this point Mr. 
McKenna said that " on the date of the foregoing analysis, 
our loans and advances were extended to more than 180,000 
borrowers, the average amount outstanding being about 
j^i2oo."" In the same cotmection, Mr. Pease stated : 

" Taking the total number of all our overdrawn accounts, we 
find^ that our average overdraft is ^1204. The three largest 
sections, ix. personal and professional, agriculture, and retail, 
cover 83-9 percent, of the total number of accounts and 42-8 per 
cent, of the total overdrafts, that is to say, 84 per cent.' of our 
borrowers have average overdrafts of no more than £614, account- 
ing for 43 per cent, of our total overdrafts. These figures 
efiectively answer the statement sometimes made, that banks 
do not cater for the smaller borrower. Although we have been 
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described as huge capitalistic instiUitions. it is ' the small man ' 
witli wiom we arc chiefly concerned, and it is ‘ the small man * 
who figures most prominently in all aspects of our business. 
Our average sharcliolding is 250 * A ' shiaros, and our average 
credit balance is no more than £22y,*' 

It may, of course, be argued that these averages in them- 
selves arc of little value; tliat the}^ may, for instance, 
include a large number of veiy* small loans and a number 
of much larger ones. But it seems more reasonable to 
accept the statement made by the bankers, that the loans 
are vrideh’ distributed in small amounts rather tha.n con- 
centrated in large amounts. And tlie former conclusion is, 
of course, in accordance with the recognised policy of the 
English joint-stock banks, v/ho are knovai to prefer a large 
number of small loans widel}" distributed to the alternative 
of a fcNV loans of large amount. To quote the words of 
anoilier autliorit5% The first and most important way in 
whicli we benefit trade is b}" loans and ad\-anccs to im- 
porters, manufacturers, merchants, agents, farmers, land- 
o\TOers and the general body of customers, and it is our 
practice to see that eveiy*' class of customer receives tlie 
accommodation to which he is entitled. There is no dis- 
tinction made, from the richest corporation to tlie smallest 
customer/' ^ 


The Crux of the ^Matter. 

The truth of the matter is, of course, tliat there are 
occasions when the trader may not find it easy to obtain 
what he regards as legitimate and necessarj^ supplies of 
capital. WTien times are difficult, or when business is 
extending rapid!}', many traders find themselves sliort of 
permanent capital, and, as the easiest and most likel}' 
source, they immediate^ turn to the banks. But tliey do 
not pa}' sufficient regard to the fact that thousands of 
other traders are in a like predicament, and tliat the banks 
are being pressed for accommodation from all sides. In 

^ Mr. R. S. Bo3rt, Controller of the Advance Department of Lloyds Bank 
on Hov' British Banking Helps Commerce/' an address to the Incor- 
porated Sales ^lanagers' Association of the United Kingdom, 20.2.30. 
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snvh ci'c\::'i:ii-ances, it is only to be expected that the latter 
mc' e'.'iaicc some reluctance to grant loans which may take 
a morr or less permanent form without clear prospects of 
early rcpajment. The banks cannot help themselves in 
thc^natter. There is a distinct limit above which they 
cannot increase the proportion of their advances. They are 
comxislicd, by the extent of their own commitments in the 
shape of deposits repayable on demand or at short notice, 
to keep the bulk of their assets in liquid form. If they 
have already lent " up to the hilt,” so to speak, they are 
bound to discriminate sqnaewhere. Thus it happens that a 
trader witli an excellent business finds his bank manager 
less cordial than usual, and has possibly to leave the manager s 
sanctum with the suggestion that he should put off the 
projected development of his business to a more propitious 
time. 

And if the trader cannot get an advance at one bank the 
chances are that he wUl not get it at another. Local 
managers are onlj’' too anxious to get and to keep business, 
and this fact alone is a valuable guarantee that even the 
smallest local business shall obtain fair play. For, again 
to quote Mr. Holland Martin : “ How could it be otherwise ? . 
The prosperity and deposits of each bank depend largely 
on the w’ay that it conducts its business, and the competition 
is so keen between bank and bank that the moment a 
customer begins to think that the accommodation granted 
him is insufficient he very quickly goes to interview another 
bank manager.” ^ 

British v. Continental Banking Practice. 

Any comparison of British banldng practice with that 
existing on the Continent must, of necessity, have regard 
to those essential differences between the financial conditions 
in the respective countries which have been so strongly 
emphasised by our leading bankers and which have been 
briefly indicated in this and the pre^nous chapter. 

First, there is the important fact that a high proportion 
of the funds invested by the continental and especially by 

- Presidential Address, 6.11.29. 
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the German banks in industr}^ is subscribed by the pro- 
prietors (since the^ capital and reserves of such banks are 
relatively much higher than they are here), ^vhereas the 
proprietors of English banks subscribe but a very smaU 
proportion of their funds. Most of the funds of the Endish 
institutions represent customers' deposits, and, since these 
are largely repayable on demand, our bankers maintain' that 
it would obviously be unwise and unsound to lock up a 
igh proportion of them in long-period loans to industrial 
enterprises An English banker is the custodian of vast 
sums of other people's .money which may be withdrawn on 
demand or at short notice, and on the basis of which he 
builds up a vast superstructure of credit. Unless the dis- 
posi ion of his funds is most carefully administered, the 

Svr gi-avely imperilled. Hence, an 

English banker contends that he cannot lock up his funds 

m a factory since a factory, whether closed or working is 
useless for the puipose of cashing a customerls cheques. 

thp r” important argument that, whereas on 

the Continent banks are almost the only institutions in a 
' position to meet industrial requirements for long-term 
capital, m this country such requirements are met by the 
extremely varied facilities and unrivalled financial machinerv 

ten^tfi There, our bankers com 

tend, the industrialist and the trader can satisfy their everv 

^ measure which is urn 
equaled by either the banking organisation or the finandal 
achinery m any other country, Germany included, and 

cemrat?^^’ scope for British banks to con- 

centrate on curre7t( finance for industrial purposes 

hankers go even further than this^ 

rnstitSi-onrl'^ “Westion that German banking 

institutions have granted more liberal credit facilities to 

industry than banks in this countiy. They coSenS te 
wL^Th* "a in Germany, since the 

n armatter S P' f ' “nservatism 

m tUe matter of granting loans and to great rieiditv in 

regard to security. In other words, that^GemS? Sks! 
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oC ioriing profusely, as is sometimes imagined, 
ha\‘- leri forced to ration credit facilities and to grant 
leant only to the more efficient of their customers. Indeed, 
it is tiiat as a result of this policy, the German banks 
have sometimes been compeUed to allow their old customers 
to go under for want of adequate credit facilities to tide 
over a difficult period in the nation's history. 


Advantages of British Banking Policy. 

In one important respect the difference between the 
S3"stems in the two countries must be acknov/ledged to be 
in favour of this countr3c English bank loans are widely 
distributed in relatively small amounts, over many industries, 
whereas in the German system the tendency is rather to 
relativelj' large investments in particular businesses and 
particular industries, v/herein the banker concerned is 
speciallj^ interested and of which he has special knowledge 
and experience. 

In tliis direction the greater security of the English method 
can scarcely be questioned,^ and it has the added advantage 
of providing financial facilities to every branch and grade 
of industry without rigid selection. The German banker 
cannot remain unbiased in granting financial accommoda- 
tion because he must always have first regard to his particular 
industrial interests. But in this country no one industry 
can be said to be unduly favoured. Few people would wish 
to impose on our banks a system whereunder they were 
forced to select which industries to foster and which to 
starve. 

The fact is that although the continental S5^stem has 
received widespread commendation from British industrial- 
ists, it is not by any means perfect, and it is manifestly 
absurd, to suggest, as is done in some quarters, that it would 
be entirely suited to this countjy, where conditions are so 
obviously different. 


‘ 1 that foreign bankers frequently make long-term loans to 

inaustry ana often take up participations in industrial concerns, but the 
casualt}'* list of foreign banks is such as to suggest that the British practice 
IS the sounder. The Economist , ** The Bank Enquiry/* 19. 10.30, 
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Without question there is much to be said for the stand- 
point of the British banks. Their organisation and tradition 
are unique. Their obligations to innumerable depositors 
in every walk of life cannot and must not be in the slightest 
degree impaired by the desire to cater for the special needs 
of a relatively small group of borrowers. And their reputa- 
tion for stability and security is now so essentially the 
life-blood of a nation whose international position depends 
on her standing as the world's banker and financier, that 
they are naturally most reluctant radically to change the’ 
nature of their whole business to meet a situation which 
has arisen out of 'emergency conditions. The whole history 
of their development and the essential nature of their con- 
stitutions diff er materially from those of the banks in 
Germany and other continental countries, and the most 
drastic alteration would be required to bring the British 
system entirely into line with continental practice. 

Our leading bankers to-day are almost unanimous in the 
opinion that modem business is of such complexity and 
demands such a high degree of specialised skill that it is 
best left in the hands of those who most thoroughly under- 
stand it. Their view is that outside control or undue inter- 
ference by bankers, or by any others who have no know- 
ledge of the particular problems of business, must result in 
a loss of efficiency and must hamper initiative; that it 
cannot fad to affect adversely both profits and turnover, 
and must ultimately reflect itself in a fall in the profits of 
the banks themselves. 

On another view of the question the fact must be con- 
sidered that banking business itself has become extremely 
specialised. Banks are continually adding to their functions 
and increasing their utdity to the community. Only in the 
last few years we have witnessed rapid growth in the foreign 
exchange and acceptance business of the banks ; the estab- 
lishment of trastee and executor departments; the under- 
taking of income-tax business; the institution of small 
deposits and home safes; the inauguration of first-class 
safe deposit facdities, and the extension of credit facdities 
in great variety for the benefit of- foreign traders and 
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travo]]ers abroad. Even in the smallest branch bank the 
ban]- official must keep himself acquainted with the latest 
dev-'opments in the business of his and other institutions, 
and it is argued that if he is to discharge .these and other 
dui ies efficiently, his time must be fully occupied in attending 
to the details of his own business ; that he has not the time 
or the capacity to participate in affairs of his customers 
wliich do not directly concern him as a banker. Our 
bankers say that, if they are asked for a loan, they 
satisfy themselves as well as is humanly possible that the 
bank is adequately secured and that there is a reasonable 
prospect of ultimate repayment. But further than this they 
do not go. If they decide to grant the advance, they leave 
the customer tb apply the funds in his business as he deems 
fit, and they do not thereafter interfere unless they should 
unfortunately be compelled to take active steps to secure 
repa5mient, in which event the bank usually takes its place 
wiUi others as an ordinary creditor. 

Both from inclination^and policy, therefore, the attitude 
of British banks “is to avoid, as far as possible, any form 
of control over, or undtie interference with, industry. Even 
if they were tempted to act otherwise, it is very doubtful 
if there would be any chance of effective action, for, although 
the number of banks operating in Great Britain has been 
reduced in recent years, competition between the existing 
institutions would seem, if anything, to have become more 
intensified. An attempt by any of the banks to exercise 
undue interference in the affairs of its customers would 
probably entail a transfer of business to one or other of its 
competitors, and, from aU points of view, there would be 
little to gain, while there might be much to lose.’’ ^ 

We revert to this important question in the final chapter, 
after further reviewing recent changes in the relationship 
between our banks and industiy. 

^ A Banker on Banking and Industry “ in the Financial l^ctus, 25.7.27. 
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ATTEMPTS AT SOLUTION 

'I'liE considerati'^ns discussed in the foregoing chapters 
should enable the reader to en\'isage tlie position of the 
controversy between our banks and industrialists as it 
appeared in 1928-20. Business leaders had at last come to 
recognise the cr}dng need for rationalisation and recon- 
stniction of our basic industries. They had been com- 
pelled to rtcognise, too, that schemas of amalgamation and 
rai=anr'h|.' tioh necessitate not only an immense amount of 
rainstr.king and skilled investigation, but also considerable 
cuulay of long-period capital. Here is the crux of the problem 
viih vdtich '..‘c have set out to deal, and the basis of the 
controsv-rsv between the banks and industrialists. The 
latter in-isi, that rationalisation in this country has been 
in'.peds:d by the polic}' of the banks, not only in restricting 
credit supplies, but also in holding back advice and assist- 
ance in other directions at a time of dire need. 

The Implementing of ILmoNALisAxioN. 

_ So far as the latter contention is concerned, there can be 
little doubt that the banks have shown themselves tvilling 
and ready to render whatever help lies within their power. 
Proof of this is afiorded by the unselfish assistance given 
by the Bank of England, the joint-stock banks and the City 
fmancial houses towards the reconstruction of certain- of 
our industries. 

But, as has been quite rightly pointed out by l\Ir. J. 
Beaumont Pease ^ and other equally prominent bankers, 
"it is not the function of individual banks, or even of 
banks as a whole, if that were a practical possibility, to 
Speech at Lloyds Bank Annual General Meeting, 31st Januar3'. I930- 
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iniii-1- t];e re-organisation of industrj^ or to try to dictate 
the sr.ps which should be taken in this direction. 
Banlcer: Lave not the necessary detailed knowledge of the 
coTiditio]', of an industry as a whole, or a sufficient acquaint- 
ance \vith its technicality, to be in a position to say what 
parti^ulaa reforms are advisable ; what flaws there may 
DC in its technical procedure ; or what units are redundant. 
Tnese points should be left to the industry itself or to 
tcchiiicaJ experts called in for the purpose, to determine. 

Dealing vith the same matter, Mr. F. C, Goodenough 
SLcitcci ^ ihat the banks would be merely throwing good 
money after bad if they provided financial assistance for an 
indusiipp v/nich continued to produce inefficiently in spite 
of a change in basic conditions, or in spite of some artificial 
interference with economic laws, while, in the words of the 
Hon. Rupert Beckett,- the success or failure of a ration- 
alised concern must depend on its control on the technical 
more than on the financial side, and in this regard the 
banker was often asked to.,decide on information which was 
usually incomplete and of which he had no means of assessing 
the value.” 

Another important point which has been admirably 
summed up b}" The Economist is the more general objection 
that “ the powerful weapon of financial pressure must be 
used with great discrimination. The building up of great 
business units is a process which has often, unfortunately, 
been attempted for quite improper financial motives which 
have ended in disaster. And even when designed ^vith the 
best of motives, a financial reconstruction may come to 
grief if it is not based on a sound technical foundation. 
^%ile it is undoubtedly the case that waiting for the indus- 
trialists themselves to move has involved undue delay, it is 
none the less essential that industrial considerations alone 
must determine the size, form and character of the new 
organisations, and that the necessary experience and 
knowledge must be supplied from the ranks of industry.” 

In brief, the banks recognised the justice of the demand 

" Bank Annual General Meeting, January, 1930. 

- Presidential Address to the Manchester and District Bankers' Institute 
January, 1930. 
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that adequate financial facilities should be available for 
industrial reconstruction, but they insisted that such recon- 
struction should come from withiu' — ^that industriahsts 
themselves should initiate the re-organisation, and come to 
the banks with their proposals and requests for monetary 
aid. The orthodox theory in -this regard was convincingly 
stated by Mr. Tennant ^ : “ Credit can help at the psycho- 
logical moment, and those who control credit must always 
be ready and watching for the opportunity to help. But 
the initial impetus must come from the side of trade and 
industry. The function of banldng is to be always ready 
to cater for an increased demand for commodities and an 
enhanced manufacturing activity by expanding the supply 
of credit pari passu with such developments. If the expan- 
sion takes place before the signs of an approaching increase 
in demand herald the need for an increase in production, 
the well-known evils of inflation are let loose. . . 

The Finance of Rationalisation.' 

Though the actual implementing of rationalisation has 
afforded difficulties enough, it is the finance of the process 
which has aroused the greatest controversy between the 
banks and business leaders. In brief, the latter insist that 
rationalisation in this country has been impeded at every 
point through the difficulty of obtaining adequate supplies 
of capital. Since the great post-War boom, many of our 
leading industrialists have unquestionably carried on a losing 
game. Faced with violent foreign competition from large- 
scale organisations of the highest efficiency, and hampered 
by obsolete plant and inefficiency both of production and 
distribution, they have carried on until their credit has been 
entirely exhausted. Resort to the Capital Market was out 
of the question, while their own shareholders and debenture- 
holders had, for obvious reasons, lost faith in the concerns 
to such a degree that further supplies of capital could not 
be expected from them. Shareholders who had gone 
dividendless for years could not be expected to find further 
money for concerns whose profits had dwindled away and 
^ Westminster Bank Annual General Meeting, 1930. 
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]3ad ^ if c n replaced by losses, while debenture-holders naturally 
ioohee nskance at any demands for additional capital from 
bi7:ur "cs whose assets were already mortgaged up to the 
liill. 

II -'-as in these circumstances that application was made 
iy many industrialists to the banks for temporary accom- 
modation to tide over the difficult period; and, though in 
some cases the appeal was not in vain, industrialists claim 
that they were met in many cases by the refusal of the 
banks to provide the necessary funds, in direct contrast 
to which treatment they cite the example of the extensive 
facilities aftorded to industry by the banks in other countries, 
and notably on the Continent. 

In regard to this contention, it may be stated at the 
outset that there is ample evidence that the banks, without 
fulty reahsing the extent to which they were committing 
themselves, for some years responded liberally to the 
demands made upon them and afforded an unprecedented 
degree of special financial assistance to industry. Quite 
apart from any other considerations, vast sums were 
advanced by the banks in the hope that the help so given 
would enable concerns in wliich they were interested to 
keep going xmtil an improvement took place in the general 
economic position of the country. 

In certain cases, of course, the banks could scarcely have 
acted otherwise. Indeed they had little or no choice in the 
matter. 

“ Forty-five years ago the country banker was pacing the 
cornmunity his best service by foreclosing on an industrial under- 
taking which could be kept in existence only by the continued 
and increasing support of bank loans. By foreclosing the banker 
was not only cutting his losses and preserving the liquidit}^ of 
his position, but he was aiding nature in the law of the survival 
of the fittest and was encouraging efficiency. There were plenty 
of new entrants in an industr3^ to take the place of the bankrupt, 
and the markets of the world offered ample and lucrative scope 
for the activities of the more efficient among them. . . . 

“ Such rigid regard for orthodoxy womd he inconceivable 
to-day.^ It would ruin not merely individual units, but whole 
industries. Moreover, ^ by putting large groups of industries 
wliich are hopelessly in their debt under the hammer of the 
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auctioneer, the banks would be committing theinselvp to losses 
of really serious dimensions. The industrial situation in this 
country calls for a more constructive attitude on the part of the 
bankers. . . . The very size of their commitments to industry 
rules out any question of writing them off^ as bad debts. Con- 
sideration for the national well-being forbids any resort to the 
customary forcible measures for the recovery of the money lent. 
The banks have ceased to be concerned with the continued 
existence of individual industrial units. They hold in their 
hands the fate of whole industries. . . .” ^ 


The Bank of England's Lead. 


- Recognition of these facts was without doubt behind the 
action taken by the Bank of England in a number of notable 
instances. Moreover, by its action the Bank showed its 
acceptance of the principle that, if certain undertakings 
were worth saving, the saving was worth some sacrifice. 
The Bank demonstrated in no uncertain fashion- its con- 
viction that it was useless to provide further finance for 
concerns already crippled with a heavy burden of prior 
charges unless, by some sacrifice on the part of the relative 
financial interests, the undertakings were given a new lease 
of life by a drastic reduction or modification of such prior 


claims. 

Reference has already been made to the unselfish assist- 
ance rendered by the Bank on these lines in connection with 
the reconstruction of the vast armament firm of Sir W. G. 
Armstrong and Co., Ltd. Influenced, apparently, by the 
national importance of the undertaking, the Bank agreed 
to cancel debenture stock, together with about 

^450,000 of interest due to it for money advanced. By 
this means it was found possible to save the company from 
winding up, and to reserve some interest in the recon- 
structed concern for the existiag shareholders,^ while, at the 
same time, permitting the organisation to start afresh as 
free as possible from bonded indebtedness. 

The Bank played a similar part in the re-organisation of 
William Beardmore and Co., Ltd., the great Glasgow steel 
and also gave unprecedented dAvcot financial assistance 


1 The Statist, “ Banks and Industrial Reorganisation,” 31 j.30. 

2 Losses amounting to over ^14 million had to he -wiped off, though the 
capital -was only just in excess of £10 million. 
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to the Lancashire Cotton Corporation ^ — the undertaking 
which IS charged lyith the important problem of rationalising 
the American spinning section of the Lancashire cotton 
mdustr}\ In these and in other wa5^s the Bank of England 
unmistakably showed its appreciation of the necessity for 
drastic financial inten-ention as well as its detennination 
to lea\e no stone unturned in its efforts to assist our depressed 
industries. 


Efforts of the Joint-Stock Banks. 

Among the many reconstruction and rationalisation 
schemes which have been made possible by the action of 
the joint-stock banks, possibly the most noteworthy are 
those connected with the coal, iron and steel industries, 
especially the great fusions between the well-known concerns 
Dorman Long and Bolckow-Vaughan on Tees-side, and 
between Guest, Keen and Nettlefolds and Baldwins in 
South Wales (to form the British Iron and Steel Company, 
Ltd.). Moreover, certain of the joint-stock banks took a 
leading part in the formation of Steel Industries of Great 
Britain, Ltd., which took over the capital of the United 
Steel Co., Ltd. — already an important amalgamation — and 
in the formation of the English Steel Corporation, which 
took over certain steel interests of Vickers-Armstrong and 
Cammel Laird. 


The Merchant Banking Houses. 

The merchant banldng houses of the City of London 
have also done much to assist the national industries. 
These institutions, being less dependent than the joint- 
stock banks on large aggregations of deposits, have less 
need to be solicitous regarding the liquidity of their assets, 

^ This undertaking represents a concerted attempt to place the American 
spinning section of Lancashire's cotton industry on a sound footing through 
the amalgamation of a large number of small concerns. At the end of the 
nrst year of its existence the Corporation had brought under its control 
75 companies controlling some 7,250,000 spindles and some 20,000 looms 
and It IS understood that it will shortly increase the number of spindles to 
about 10 mUlions. Working on similar lines in the Egyptian section of 
tne spinning industry, a syndicate known as the Combined Egyptian Mills 
Ltd. (formed early in 1929), now controls over 3,000,000 spindles, and has 
one much useful work in re^irganising that section of the industiy. 
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and, though, their resources axe not comparable with those 
of the joint-stock banks, they nevertheless showed them- 
selves prepared to bridge temporarily the gap in our financial 
system which had made it difficult for home undertakings 
to obtain the capital necessary for rationalisation. 

An outstanding example was the assistance rendered by 
the City firm of hazard Brothers & Co., Ltd., in the recon- 
struction of the English Electrical Company, which, though 
temporarily successful, had found itself in dire need of 
finance for re-organisation. A marked feature of this 
assistance was that hazards provided £750,000 of new 
money by subscribing for ordinary shares to that amount, 
and not by granting an advance against the security of 
debentures and mortgages, which would have served merely 
to increase the difficulties of the company by adding to 
its already excessive interest charges. 

Assistance that is not Revealed. 

While the outstanding schemes here mentioned have 
necessarily received a great deal of publicity, the Bank of 
England and the other banks have made possible many 
other similar schemes of re-organisation in connection with 
smaller enterprises, but in respect of thesfe it is, of course, 
difficult to obtain details because of the natural disinclination 
of the banks to give away information regarding the affairs 
of their customers. 

These facts lend little support to the suggestion that the 
banks have not responded S5nnpathetically to demands for 
assistance where assistance was obviously merited, and, 
though many obviously inefficient concerns may have 
sought in vain for monetary aid, there is no reason to 
doubt the emphatic statement of our leading bankers, that 
no enterprise which is inherently sound and 'progressive has 
ever experienced difficulty in raising the capital necessary 
for expansion and development. 

Where Financial Aid has proved Useless. 

As a rule, the financial assistance rendered by the banks 
was attended by the most beneficial results, both to the 
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banks themselves and to the industrial groups concerned 
In many cases, however, the help thus given unfortunately 
proved fnutless, and in some cases disastrous. Many bank 
loan.s to industry became “ frozen ” or immobilised through 
tlie failure of the borrowing concerns to improve their 
position while several banks suffered exceptionally heavy 
losses through having granted financial assistance to con- 
cerns which were already so inefficient that it would have 
been better to have aUowed them to " go under " altogether 
rather than attempt to assist them to continue on uncom- 
petilive and uneconomic lines. 

The banks do not altogether blame industry for this 
position. They recognise that, in some cases, they lent too 
easily and too freely, and that their policy of granting 
accommodation in certain directions was shortsighted^ 

I heir too-generous loaning policy in a more optimistic 
season in many cases resulted in the control of industry 
being more or less thrust upon them, and, rather than face 
their losses and write them down once and for all they 
preferred to let things slide;' and kept alive a number of 
concerns which, having regard to the interests of an industry 
as a whole, would have been better dead. And the con- 
tinuously increasing burden of bank charges for interest 
merely aggravated the position and made still less likely 
any hope of financial recovery. Consequently, the banks - 
found themselves m the position of having vast sums tied 
up m the form of frozen credits, and of having granted to 
industry 'assistance beyond anything which in normal' 
times would have been regarded as justifiable.” ^ This 
statement was backed up by facts and figures given by the 
hiank Chairmen in 1929 and 1930, showing that the pro- 
portion of advances made by banks had already reached 
tJie accepted or traditional limits, and supporting the con- 
tention that they had already rendered so much financial 
help in connection %vith rationalisation that they could not ■ 
wisely further extend their commitments in this direction. 
VAithout doubt the experience of the banks taught them 

Janua^,^93o: Barclays Bank Annual Genenil Meeting, 
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a severe lesson. They were forced to realise that rational- 
isation is not a matter of temporary financial accommodation, 
but of long-period capital assistance. Not only were the 
banks asked to make heavy sacrifices in foregoing their 
prior charges, but they were also required to furnish initial 
working capital for the new combines built up on the 
remnants of the old. As we have seen, the appeal of many 
businesses to the banks was not in vain, but a continuance 
of the policy might easily have proved disastrous. The 
banks had to call a halt somewhere, and, guided by their 
unfortunate experience, they had to lay stress on the fact 
that the nature of their business did not permit them to 
continue to supply the immense amount of long-term 
capital which is required for the complete rationahsation 
of our basic industries. Thus it came to be realised that 
any extension of industrial banking in this country on the 
lines of the continental system could not proceed side by 
side with the adherence to the principles of deposit banking 
as it had been developed in this country. Foreign experi- 
ence has proved unmistakably that the two t3'^pes of business 
are best separated, for industrial banking is charged with 
considerable risks which cannot wisely be carried by large 
deposit banks. In Germany, it is true, the participation 
of joint-stock banks in industry has not led to disaster, but 
in other countries the experience has not been so fortunate. 
In Italy, especially, severe crises have occurred as a result 
of the relationship, whilst in France the fact that deposit 
business and industrial business were not separated led to 
banking failures of such magnitude that the functions of 
the Banques de Depots and Banques d’ Affaires are now 
kept clearly distinct. 

The Need for New Facilities. 

During 1929, therefore, it had become evident that the 
industrial situation could be adequately met only by the 
creation of some new form of organisation in which both 
the banks and industrialists could co-operate to achieve the 
desired end. There was a growing consensus of .opinion- 
that rationalisation should not be the subject of a policy 
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of ImsscZ'J'aire : that cut-throat competition could not 

be relied upon or at least should not be relied upon 

to cure the excess productive capacity in this country 
and to weed out the weaker organisations. Men of 
vision came to recognise that it was impossible to face the 
prospect of a ten or twenty years' period of stagnation 
whilst our industries muddled through, in the accepted 
English fashion, to a state of efficienc3^ Already the delay 
in taking the necessary steps had involved the nation in 
irreparable loss ; foreign nations had been only too ready 
to occup3^ the field — and in many directions had firmly 
established themselves therein — ^whilst we were still hesitant 
as to whether improvement and change were really needed. 
Hence there was almost unanimous agreement among 
enlightened leaders of_ finance and industry that some 
external rationalising force was the only means of achieving 
the necessary progress. 

Some plan had to be evolved which v/ould enable the 
banks to forward the process of rationalisation by accepting 
a shareholding interest in pl^ce of their prior charges in the 
case of those concerns \rilling to embark on a properly 
thought-out scheme of re-organisation which, in the opinion 
of recognised leaders of finance and industr3^ promised 
some hope of revival. And those responsible for putting 
the plan into operation would have to be given sufficient 
power to induce — and, in the last resort, compel — ^recalcitrant * 
emplo3^ers to co-operate. 

In brief, the problem, so far as the banks were concerned, 
was to determine how far the existing structure of the 
British banking system could be amended or developed to 
meet the changed and changing needs of industry "without 
sacrificing its present unquestioned safety and elasticity. 

The Securities Management Trust. 

Faced with this universal acknowledgment of the need for 
radical action, the Bank of England, so frequently accused 
of cherishing antiquated principles and obsolete methods, 
took the country by si^rise by giving a lead in the right 
direction and acting with quite obvious but most unusual 
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directness c-f purpose. Apparentl}-, the Bank directors had 
arrn-c:l at the conclusion that the necessary work could 
besu be undertaken bj? a special organisation, and in 
-November, 1929, it was announced that such an organisa- 
tion, known as the Scairifics Management Trust, ^ had been 
fonned under the Bank’s auspices, and with the Bank 
Governor as the chairman of an expert Board of Directors. 

Tne stated objects of the Trust are to investigate and 
advise on all manner of financial, industrial and economic 
quesGons; to become a member of or be represented on 
anj ^ oard, Committee, Council, Association or Bod}'’ ha’ving 
for Its objects the investigation of any such questions, and 
to aid in the formation and carrying into effect of all manner 
of schemes and arrangements of or relating to the financial 
cerelopinent, co-ordination, amalgamation, restriction or 
! of partnerships, companies, co-operations, 

etc. The fust Board of the Trust includes such well-known 
jLdcers o. finance and mdustry as Mr. H. C. Bischoff Sir 
lames .Y Cooper (Director of Vickers-Armstrong), Mr. J. 

- later Ta\ lor (Director of Pearson and Knowles Coal and- 

cn^hV the Lan- 

cashire CoHon Coloration), Dr. Montagu CoUet Norman 

England), and Sir Andrew R. 
Duncan (Chairman of the Central Electricity Board) 

m^K nf P assistance was provided for by the appoint- 

To «ie B^" 1 fr t^tay (late of Manchester University) 
Tmst ^ England s technical staff concerned with the 

Se^uSrS' developments it seems obvious that the 

shoo nf 11? fa™ad as an ofi- 

7 ^ xr ^ -T) England, to act as an intermediary 

mi^htTe formed? °ther organisation which 

and to ao-ordmate the nation’s basic industries, 

investiaatinfr th^ process of rationalisation by 

iiiA estigatmg the position of concerns, viewing their assets 

and considenng their suitability not only for amalgamation! 
capital of'/TooVin^rshfres‘'on\he 20^^ authorised 

ments dated 25th April. 1929 “hows ’ ^Uot- 

by Mr. B. G. Mr’rKSS'jS SSS 
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but also for the receipt of financial assistance pending the 
raising of permanent new capital. 

The functions which it was originally thought would be 
discharged by the Trust are now obviously to be performed 
by the Bankers’ .Industrial Development Company, which, 
as stated below, was formed early in 1930. But the exist- 
ence of the Trust as an entity separate from the Bank of 
England meets the objection that the Central Bank should 
not be directly concerned in any organisation which may 
have to show partiality — or, shall we say, influential dis- 
crimination— in any direction. In brief, the Trust is the 
medium through which the vast resources of capital and 
experienced personnel possessed by the Bank of England 
are to co-operate with__those of other financial institutions 
in the country to bring finance and industry into closer 
relationship, and to ensure that any new capital introduced 
into industry shall be effectively employed and be of enduring 
benefit. 

The Trust is in no sense the nucleus, as has been suggested, 
of a national credit bank, formed for the special task of 
financing industry. On the contrary, its functions are 
likely to be mainly consultative and advisory, especially in 
so far as it will present the views of our central banking 
institution on schemes of rationalisation and other matters 
of first-rate national importance. The Trust is, therefore, 
likely to be an agent of investigation and initiative, and 
will leave to other organisations the task of actually carrying- 
through any financial schem^es which have received the 
benefit of its support and interest. Without doubt, the 
Bank of England, by -virtue of its prestige and its independent 
and detached position, found that it was able to advise 
upon and assist the promotion of schemes of reconstruction 
in a way which other institutions could not do. But doubt- 
less it realised also that specialised work of this kind 
is entirely divorced from its ordinary functions and that, 
on grounds of efficiency as well as of policy, the work can 
best be discharged by a separate organisation in which 
it retains a close interest and vdth which it maintains close 
contact. 


1 
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--'"-'ISTAXCH .\T.REAIJY RnN’DRnHD BY THE TrUST. 

rile J rusl has already rendered a high decree of assist- 
ance towards indnsHial rafionaiisation. It has taken a 


load ini 


pari in 


^ u.i'k.v.li CL 

iioth impieinenting and financing the forma- 
Uon of the Lancashire Steel Trust, which, it was announced 
m .May, 1930, had been formed to amalgamateand rationalise 
tne iron and steel sections of a number of important coal 
and iron companies in the Lancashire area, the coal-mininn 
and coal-distribi.tmg branches of the interested concerns 
being at the same time amalgamated in a combine kmown 
as the Y ipan Coal Corporation. As part of the sclieme 
the Securities Management Trust took over the whole 
£500, coo " B ” ordinary shares of the Steel Trust, and 
thcreoy obtained voting control of the undertaking, while 
the first directors were selected by the Governor of the 
Han! of. England. 

In connection with this re-organisation, a most interesting 
s, op was tne appointment of the American firm, Messrs 

-irh-Ep London and Chicago, as chief technical 

of the new concern, an indication that pride of 
nationalism is not to stand in the way of obtaining the 
best possible technical advice from overseas. ^ 

The City shows its Re.adixess to Assist. 

If further evidence were needed that British bankers 
ea b3. the Bank of England, were an.xious to do an^Si^ 

rionalTv d°r" jndustry during the present excep 

oonally different period, it was supplied by Mr. J H 

Thomas (then Lord Prny Seal and “ Jlinister of Unem- 

^oyment ) m an important speech at Manchester on tJe 

as an histone pronouncement, Mr. Thomas made "the 
following statement : ® 
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the_ long-continued trade depression has pushed them to the 
limits of the credit which they can reasonably expect to obtain 
from their bankers or which the bankers can reasonabty be 
expected to provide. 

"Asa result of consultations I have had, I am now in a position 
to state that the City is deeply interested in placing industry 
upon a broad and .sound basis, and ready to support any plans 
that in its opinion lead to this end.” 

Mr. Thomas was, however, careful to emphasise that the 
City "was convinced that a number of our important 
industries must be fundamentally re-organised and re- 
modcmised in order to be able to produce at prices which 
will enable them to compete with the world,” but that any 
" industry which proposes schemes which, in the opinion 
of those ad'V’ising the City, conform to those requirements, 
will receive the most-sjonpathetic consideration and co- 
operation of the City in working out the plans and finding 
the necessary finance.” 

Moreover, the City stood prepared to extend its assist- 
ance to any individual undertaking, "provided that the 
scheme under discussion fits in as part of the general plans 
for the industry in question as a whole and gives reasonable 
promise that the changes wll enable the undertaking to 
become an effective unit in combination and co-operation 
TOth other similar undertakings. ... In short,” he said, 
" the whole forces of British finance are, for the first time, 
prepared to stand behind industry.” 

The Bankers’ Industrial Development Company. 

That the promise implied in this pronouncement is to 
be duly fulfilled has already been indicated. In April, 1930, 
the registration was announced of the Bankers’ Industrial 
Development Company, with a nominal capital of ;^6,ooo,ooo 
divided into 45 " A ” shares and 15 " B ” shares, all of 
£100,000 each. The " A ” shares are distributed among 
practically all the joint-stock banks and issuing houses of 
importance in the country, whilst the " B ” shares (repre- 
senting £1,500,000 of the nominal capital) are held by the 
Securities Management Trust, which is controlled by the 
Bank of England. Since the " B ” shares carry three votes 
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each a? n^ainst one vote each carried by tlie " A ” 
shares, th.e Bank, through the Securities Management 
Trust, holds a fifty-per-cent, control of the new organisation. 

Apart from its large financial interest, the close association 
of the Bank of England with the new institution is indicated 
by the fact that the Governor of the Bank will act as the 
chainnan of the Company, while the Managing Director of 
the Securities Management Trust •ivill act on the directorate.^ 
This is only as it should be, for the Industrial Development 
Compan}?’ owes its being largely to the initiative of the 
Governor of the Bank of England, Dr. Montagu Norman. 
It is, in fact, a partnership between the Bank and the 
leading financial houses of the City formed to make avail- 
able for British industry the amplest resources of the nation. 
It may be expected that the Securities Management Trust 
will continue to be the agent for initiating new schemes, 
and that the Development Company, as the organ of financial 
co-operation, vill secure the necessary capital and become 
the instrument of a common policy on the part of the 
financial houses concerned to provide financial assistance to 
the reconstructed industries until they are again strong 
enough to appeal to the investing public. 


Objects of the Industrial DEtTiLOPMENT Company. 


The object of the Company is to examine schemes of 
rationalisation submitted by any basic industry, and to 
ensure that satisfactory schemes obtain the necessaiy 
financial support from existing agencies in the City of 
London, And while the Company itself maj' furnish some 
part of the new capital, it is not likely to enter into com- 
petition in this regard \vith the ordinary business of the 
existing financial institutions. It is intended to be essen- 
tially intermediarjr in character, a fact which is indicated 
by the understanding that no profits shall be made and 
that the directors shall receive no fees for their services. 


The Board as first constituted included Dr. Montagu Norman (Chair- 
Sir Guy Granet as his alternative; Baron Bruno Schroder, 
■snth Major Pam as alternative; Mr. A. R. Wagg. v,ith Mr. Nigel Campbell 
as alternative: Mr. E. R. Peacock and Mr. C. Bruce Gardner. 
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The Company will deal with basic industries as a whole, or 
with regional groups of industries, and not with minor 
industries or with independent industrial companies, and 
its activities in this direction should be all the more valuable 
for the reason that it vill have at its disposal the- services 
of an advisory council of influential financial and economic 
experts, 1 together mth the support of regional advisory 
councils which it is proposed to establish in different parts 
of the country. 

As has been explained in detail by Dr. Montagu Norman, 
the new company will not attempt to ejiforce schemes upon 
industiy, even if that were possible. There is to be no 
dictation by banking interests. On the contrary, the 
formation of the Company is an inducement to the concerns 
comprising a leading industry to get together and approach 
the Company for assistance either in working out a scheme 
of rationalisation or in developing and approving a scheme 
which is already in being, so that the necessary capital may 
thereafter be raised on a sound plan and the industry 
placed on a world-competing basis. 

Schemes of rationalisation which are thus investigated 
and judged by a body of unquestioned competence cannot 
fail to receive adequate financial support. The constitu- 
tion of the Company ensures that no schemes which have a 
sound foundation will be held up by rivalry between banks 
and other financial institutions, whilst its influential backing 

^ The Advisory Council, as originally constituted, comprised : 

Mr, F. A. Beane (Lloyds Bank, Ltd.) ; 

The Rt. Hon. Viscount Bearsted (M. Samuel and Co.; Ltd.) ; 

The Rt. Hon. Lord Bradbury, G.C.B. (Williams Deacon's Bank, 
Ltd.) ; 

Mr. J. M. Cooke (National Bank, Ltd.) ; 

Baron Emile d'Erlanger (Erlangers, Ltd.) ; 

Mr. E. Fisher (Barclays Bank, Ltd.) ; 

J\^. E. C. Grenfell, M.P. (IMorgan Grenfell & Co.) ; 

Sir Eric Hambro, K.B.E. (Hambros Bank, Ltd.) ; 

Mr. F. Hyde (Midland Bank, Ltd.) ; 

Sir Robert IGndersley, G.B.E. (Lazard Bros. & Co., Ltd.) ; 

General the Hon. Sir Herbert Lawrence, G.C.B. (Glyn, Mills & Co.) ; 
Alfred E. Lewis (National Provincial Bank, Ltd.) ; ^ 

Sir Christopher Needham (District Bank, Ltd.) ; 

Mr. John Rae (Westminster Bank, Ltd.) ; 

Mr. Lionel de Rothschild (N. M. Rothschild & Sons) ; > 

A. F. Sha'wyer (Martins Bank, Ltd.) ; , 

Sir Alexander Wright, K.B.E, (Royal Bank of Scotland). 
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is likel}' to overcome those difficulties which have hitherto 
debv’ed olniousty necessary?- plans for industrial re-organisa- 
tion — cspeciall}’ the personal prejudices, traditional indi- 
ffidualism, opposition to change and lack of experience of 
large agglomerations, which are so characteristic of British 
producers. 

Thus the outstanding aim will be that the Company shall 
bridge the gap which now exists beriveen depressed industries 
and the Capital ]\Iarket. But it is not intended to provide 
money for buying up old concerns or for paying out existing 
shareholders or creditors in cash ; the new capital is to be 
provided for the reconstruction of our basic industries up 
to the maximum of efficiency. The precise functions of 
the B.T.D. have been fairl}'^ conclusively indicated as a 
result of a controversj'- during the autumn of 1930 between 
that body and Mr. S. S. Hammersley, M.P., a prominent 
representative of the Egj-ptian section of the Lancashire 
cotton-spinning industry. This section, as a preliminary 
to rationalisation, proposed to buy out certain of the weaker 
firms in the industry and to liquidate .their outstanding 
liabilities, including, in some cases, liabilities to existing 
shareholders. For this purpose, appheation was made to 
the B.I.D. for financial assistance, but this was refused on 
the ground that the B.I.D. could not sponsor an}? scheme 
which contemplated the raising of further capital for the 
purpose of satisfjdng in cash the claims of some of the 
vendor concerns or of existing oumers of the units to be 
merged. The controvers}? made it clear that the B.I.D. 
has no intention of assisting the raising of capital for the 
purpose of buying out existing interests which have so little 
faith in their undertakings that they prefer to get out 
rather than to stay in and risk further capital of their own. 
Evident!}?— and quite rightly — ^the B.I.D. is rigidly against 
the re-financing of industi}? at the public’s expense on the , 
vicious basis of perpetuating inflated capitalisation, and 
stands prepared to come to the assistance of business men 
only w?hen they have settled on the terms and sacrifices 
which existing claimants ^vill accept in the future interests 
of the industry. Merely to transfer old debts from one 
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pair of shoulders to those of the B.I.D. is in no sense genuine 
rationalisation. 

]\IOBILISATION OF THE POWERS OF FINANCE. 

From the foregoing it will be clear that industry may 
now rest assured that the forces of finance are mobilised 
for its salvation on sound lines. The issuing houses have 
the assurance that the Central Bank is not going to com- 
pete, but to co-operate with them. The investor will gain 
in security from the knowledge that a scheme to which he 
is lending his financial support has been approved by an 
eminently worthy and competent institution. 

" In this mobilisation of the banking strength of the country 
for the task of industri^_re-organisation there can be detected 
no sign of a conversion' to a belief in the merits of industrial 
banking as it is know and practised on the continent of Europe. 
It is a temporary measure devised for a temporary problem 
of transition. It is significant that the Bankers’ Industrial 
Development Company should have been formed for a period 
of five years onty. By the .end of that time it is hoped this 
institution -will have accomplished its task. Similarly transient 
is the control which the Bank of England wields over certain 
industrial undertakings through its subsidiary, the Securities 
Management Trust. The proposed ^ amalgamation of iron and 
coal imdertakings in Lancashire does not mark an altogether 
new departure in this respect, since the Bank of England already 
holds control of most of the undertakings involved. Here,, 
however, is an instructive example of the more intelligent co- 
ordination that can be brought about through the unity of 
financial control and of the opportunities which such control 
affords for a thorough overhaul of management. Without 
becoming industrialists, bankers will yet find it possible to play 
an important directive role in the rationalisation of British 
industry.” 2 

Although it is clear that banking and financial interests 
are ready to mobilise their resources and give much dis- 
interested service in the best interests of industrial rational-^ 
isation, the fact cannot be hidden that there is an .immense 
amount of spade-work to be done before industry and 
finance can be brought into that close co-ordination necessary 

^ Now effected — see p. 150. ! 

* Siaiisi, ** Banks and Industrial Re-organisation/' 31.5.30, \ 


1 
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to attain the objects which they are both anxious to achieve. 
There is much leeway to be made up on both sides, and it 
still remains to be seen whether the new institution can 
realty hasten the process of rationalisation in a country 
which is chronically slow to adjust itself to changing economic 
conditions. In one respect the new companj^ will be handi- 
capped. It will be unable to exert that pressure which the 
joint-stock banks, as large creditors of the industries con- 
cerned, have hitherto been in a position to exercise. 

Lloreover, it is reasonably clear that, although the indus- 
trialists have so far been the most prominent in their 
criticism of the banks, the banks have been perfectly 
reasonable in their insistence that British industry must 
itself awaken to the sense of its responsibility in this new 
economic age. Not even the Industrial Development Com- 
pan3% with its wealth of financial resources and unrivalled 
direction, casi be expected to take the initiative. That must 
come from industry or from a self-contained industrial 
region itself, and, unfortunately, it is doubtful whether 
many of our leading industrialists have as yet awakened to 
the extent of the need for re-organisation of the concerns 
which the}" control. The prestige of the company will of 
itself provide a moral assurance sufficient to ensure that the 
necessary finance is forthcoming; but industry may be faced 
with an unlimited reservoir of credit and yet be unready or 
unwilling to help itself and satisfy its vital need. 

Fostering Consotiption : the United Dominions Trust. 

That the Bank of England is keenly alive to the fact that 
industrial prosperity depends as much on the fostering of 
consumption as it does on the furtherance of production 
was clearly revealed in January, 1930, when it became 
known that the Bank had itself arranged to supply further 
capital for the development of an organisation known as 
the United Dominions Trust. 

This organisation was formed in 1922 with a capital of 
£250,000, to provide "credit for consumers of useful and 
necessarj^ articles (as distinct from luxuries) produced in 
this country, and so with the aim of encouraging the purchase 
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of British goods. As a result of arrangements with the 
Bank, the capital was raised to Ijso.ooo by the issue to the 
Bank itself of 250,000 “ B ” shares of £2 each, of which /i 
only is at present paid up.^ 

The Trust owes its inception to Mr. J. Gibson Jarvie, 
who has made an exhaustive study of what is kno^vn as 
distribution credit,” or “ consumer credit,” i.e. the 
financing of consumers mainly on the hire-purchase or instal- 
ment system-— a branch of credit allocation which, in thig 
country especially , has so far received little direct encourage- 
ment either from the banks or from other financial 
agencies. 

It is, of course, true that our banks have prbvided a vast 
amount of working capital for the distribution and market- 
ing of commodities, as well as for production, while there is 
little doubt that a large part of their advances to industry 
and to private individuals is used for the purchase of con- 
sumption goo^. But the ordinary joint-stock banks do 
not cater specially for the t37pe of business here discussed ; 
indeed, they are hardly adapted for the highly intricate 
and complicated form of finance involved in hire-purchase 


in caie of remaining £1 per share is to be called up only 

Thus thi conditions which are clearly prescribed, 

thifevenf ““divided profits, and, in 

holders of the ^ 

Moitelisathm n? ^^“ 9 '™ as “ A ” shares, while the second ■ 

■vvill be aUocated as to one-half to the “ A ” 

liability oS“" B ''°shares.''^“ one-half towards payment of the uncalled 
^ 5 °°'°°° ’"'ill te divided as follows : /375,ooo 
"^Any Binf the 

voting the " B ” shares will not carry 

enUtlfd to ^nrefpfnnH ‘^^““rnstances, and the " A " shares will be 

dividends win bo dividend of 10 per cent., less tax ; but any further! 

For e-xamnle in° r of shares at the same rate, 

of IS V3er cent shares receiving a gross dividend 

dividends paid will be distributed on 
original holders of P'^°P°’^on to the amount paid up. The 

vdthout firstTffoHna fi, + ““<iortaken not to sell any shares ' 

iUrto offefanvt^l?cl 1 ° intention 

lo their hold^nls * ^ “ proportion 
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trading, and the Tnist has with marked success filled an 
obvious void in the national credit structure. 

Since its inception the operations of the Company have 
been eminently successful, and much useful work has been 
done in financing the distribution and purchase, under 
long-term credits, of such things as electrical equipment 
for industrial and domestic use, and farm tractors for 
agricultural use. The Tnist does not purport to assist 
people to purchase lu.\ury articles; it aims at helping the 
small trader, who is handicapped by lack of capital, both 
to improi’'e his equipment and to extend his activities. 

Manufacturers and distributors to whom the Trust grants 
long-tenn credit facilities are able, in turn, to grant long- 
term credit to their customers, with the result that the Trust 
is now financing sales of millions of pounds’ worth of British 
goods through its branches in the leading industrial centres 
of the country. It may be added that, though its turnover 
is extremely large, its loss ratio through bad and doubtful 
debts is almost negligible. The institution thus acts as a 
link between consumers and producers, and, though the 
business is mainly conducted bj*^ means of funds received 
from depositors (including the banks) and is, in fact, officially 
described as being that of “ bankers,” it actually bears little 
resemblance to the business of banking as we are prone to 
regard it in this country. 

Benefits of Hire-Purchase Trading. 

At the time of wniting there are no indications of an}’^ 
marked e.xtension of the principles underlying the formation 
of the United Dominions Trust, although it is quite obvious 
that the organisation fulfils a function of the greatest import- 
ance, as is only too clearly indicated by the Bank of England’s 
active participation in its fortunes. The encouragement of 
instalment-buying and of hire-purchase trading cannot 
fail to benefit both industry^ and employment. In the 
United States and other countries " it has brought mer- 
chandise, comforts and utiHties within the reach of vast 
multitudes who otherwise would have gone mthout. It has 
made factories rnore efficient; it has permitted mass pro- 
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duction of goods and so has created wealth; it has helped 
to reduce the price of goods without the lessening of trade 
actmty. It has permitted the blessings of deflation vdth- 
out losing the advantages of inflation; it has virtually 
brought civilised conditions to people who hitherto had not 
known them. It has done more than that. It has, to a 
large extent, larger than is perhaps recognised, helped to 
build up character and to give to vast numbers of people, and 
even to commercial undertakings, an incentive to work, to 
produce, which otherwise they had not possessed. 


.. consumer credit helps production by making dis- 

tribution possible and we engaged in financing consumer credit 
iaio\y It IS so in spite of the alarm of the theorists— then consumer 
credit undoubtedly; though paradoxically, adds to wealth instead 
of dissipating it. 

“For generations we in England have probably been the 
most important credit-granting country in the world, but we 
I^ve, to a certain extent, failed to recognise the necessity for 
the scientific a.pplication of consumer credit at home. We have 
prodded credits for production both in England and abroad. 
We have in the past built up' a Colonial Empire by sending out 

blood, and by extending our credits. 
At these different stages in our development and in our economic 
hte that may have been as much as we could do. But the 
recent rapid development of education, the rise of democracy 
expenence during the War, have all forced on us the desire for 
thmgs, concrete and in the abstract, which we did not possess 
before or which were not as widely distributed as we demand 
they shall be to-day. 

We have a vast industrial population who have needs and 
wants. If we are to satisfy those needs and wants and if we 
are to lulfil ovx idea of progress, which is the raising of standards 
lor all, then it is necessary to produce. In order to produce, 
credits are necessary, and credits have been freely given. But 
It we are to produce we must consume, we must distribute 
he products, and, for that, credits must be equally freely given. 
Production postulates consumption. . . . Goods come into 
circulation and into use, playing their part in the production of 
further wealth for a still wider distribution. j 

^ familiar with the factories and warehouses which, 
rough credits, have been enabled to produce goods; but 
wmcn, through the lack of complementary credit, have had 
their shelves and w^ehouses filled with goods which they could 
not dispose of in spite of the fact that there were, and are, per- 
haps millions clamouring for these goods. And let us not forget 
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that these production credits then become frozen credits. The}’ 
actually, in fact, cause the restriction of that credit which all 
economists admit to be the life-blood of present-day industrial, 
commercial and social life. Our bankers are only too familiar 
with the type of credit which refuses to be liquefied. Is not this 
an example of the incompleteness of the credit system? The 
credit system minus the scientific application of consumer credit 
is a lop-sided affair, unscientific, uneconomic. It is, in effect, a 
hardening of the commercial arteries, 

“ As I have indicated, my conviction is that consumer credit 
is merel}’ the complement of production credit, I also state my 
belief that the financing of consumer credit is peculiarly the 
function of banldng houses. I am not suggesting that each of 
the older existing banks should establish a special department 
to deal with this business. That, I think, would be uneconomic. 
But financial circles have already recognised, or are in the 
process of recognising, the necessity for financial facilities for 
consumer credit, and because of the highly specialised, technical 
and comprehensive organisation necessary to conduct the 
business safe!}^ wisely, economically and efficiently, I think 
we shall^find that the work and duty of providing facilities vdll 
be left to specialist credit banks, tliese institutions in turn pro- 
curing their funds, apart from capital, from the money market 
and deposit banks in the form of acceptance credits or discount 
or borrowing lines. It may even come about that some of the 
older institutions will participate in the shareholding, or even 
in the control of some of the newer specialist banks. 

“ Just as the merchant banks fulfil a special function which 
the joint-stock and deposit banks are content to leave vnih them, 
so there is now in being a new type of credit bank for the scien- 
tific and efficient handling of consumer credit financing. 

“ But we must recognise that the financing of consumer credit 
is purely and essentially an extension of banking activit}^ and is 
not and should not form a part of manufacturing or trading 
activity. . , . 

“ In ^England, any finance or banking company coming into 
the field ^^l have to establish itself by its own conduct, by its 
rnethods and by the place it can make for itself in banking 
circles. In Europe, some of the older banks have already recog- 
nised the^ part which banking must pla}^ in connection with 
the financing of consumer credit, and themselves form a large part 
of the shareholders of certain finance companies. 

“ We are living in a new age, with new desires and new needs ; 
education and the War have destroyed that stupid contentment 
with age-old traditions land habits ; we are in an age which is 
establishing precedents, which is renouncing the hoary precedents 
of the past, an age which is refusing any place to anachronisms, 
an age of fresh courage and daring. I, for one, welcome the 
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change of heart, though deploring one of the causes. It rests 
^vlth us whether we shall make the world not only safe for 
democracy but worth while for democracy in our own day and 
generation. Mass production in a variety of lines is now a 
recognised part of our system; mass production demands mass 
distribution and consumption. To produce in mass demands 
production credits in mass : to distribute the goods produced 
demands consumer credits. Mass production is not only a 
commercial necessity, it is a social necessity. It is one of the 
mam props of our new civilisation. Consumer credit has already 
payed a P^rt, but is destined to play a still bigger part towards 

It is unlikely that the case for consumer credit could be 
put more convincingly than by its originator in this country, 
but the comment might be offered that the encouragement 
of consumption of goods must be complementary to the 
encouragement of production on the most economical lines. 
The encouragement of consumption can be beneficial only 
if the goods concerned are being produced at competitive 
prices, and any efforts such as those of the United Dominions 
Trust must proceed side by side ^vith rationalisation and 
increased efiiciency of industry or production. In the 
United States, the home of consumer credit and instalment 
buying, this complementary position has been achieved, as 
witness, for instance, the motor-car industry in that country. 
Mass production was developed in the States long ahead 
of demand, with the result that factories which were running ' 
at full capacity during the summer months were forced to 
work on short time or even to close temporarily in the 
winter. Instalment purchase, aided first by specialised, 
finance corporations and later by the banks, created a more 
even flow of distribution and thus a more uniform output, 
as contrasted with the previous over-production in summer 
and under-production at other periods of the year. 

Whilst the American motor industry occupies an excep- ‘ 
tional position, even in the United States, and no exact ‘ 
comparison is possible between a very rich country of a , 
hundred million inhabitants and Great Britain, yet there is ! 

^ * ^^sumer Credit — its Place in the Economic System/' an Address by « 
Gibson Jarvie to the National Association of Finance Companies 1 
(U.S.A.), 21.11.28. ; 
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obviously much that we can leam from American practice. 
Already the bulk of English motor-cars are sold on the 
instalment principle, and this alone has made possible the 
mass production of light cars on an ever-increasing scale. 

There is clearlj* no reason why the principle of hire pur- 
chase should not be greatly extended vith most beneficial 
results to our present industrial and commercial position.^ 
There is truth in the statement of Mr. Jande, that " con- 
sumer credit is a vital necessity to us here in England. In 
that way lies a new era for us.” ” 


^ On 23rd July, 1930, Consumer Credit Corporation, Ltd., was registered 

ar,rg;ur.ST„',°.“">' ” “ S' 

In an address to the Croydon Chamber of Commerce, 5,11.28 



CHAPTER VII 


BRITISH BANKS AND AGRICULTURE 

^ hp been stated that much of the criticism directed against 
British banking policy arises from the suggestion that 
whereas the large capitalist is able to obtain financial 
accommodation without trouble, either from the banks or 
from the London Capital Market, the small trader often 
experiences considerable difficulty in raising new capital, 
whether for temporary or long-term purposes. Criticism of 
the banks on this ground has been specially marked in the 
famung communit}^, as might well be expected from the fact 
that agriculture is preponderantly a " small man ” industry i 
m spite of its being— from the standpoint of numbem 
employed — the largest single industry in the country. 

In common with our other basic industries, agriculture has 
for some years been in the throes of a most serious depression 
This is, of course, partly a reflection of the unsatisfactory 
conditions in the country at large, but in the case of agri- 
culture there are, in addition, more long-standing causes. 


The Drift from the Land. 

Di^g the past hundred years the pohcy of Britain in 
relation to this great industry has been in marked contrast 
to that of other leading nations. The policy of laissez-faire 
and free trade pursued by the country for almost a century 
and the development of our great manufacturing industries 
have brought about a gradual but continuous withdrawal of 
both capital and labour 2 from the land, and, while the 

thL'^nP fiffh employs about one mUIion workers, little more 

covered by the industry is under the care of even 
"927. of a total of 477,600 agricultural 
cr. exceedmg one acre, 311,168 were under 50 acres; 151,477 betiveen 

lbove |o°o acral: relativeVlarKs-^ 

Miv^io“,o "ip House of Commons on 12th 

the^neiintlFrof^ Germany, France, Belgium and Denmark 
celiofthp|i,o 1 S: employed in agriculture ranges from 20 to 31 per 

cent, of the population, m this country less than 4 per cent, are so employed . 
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decline m the volume of our agricultural produce and the 
concomitant decrease in the numbers of our rural population 
have given rise to a good deal of anxiety, most people have 
been content to regard these facts as proof that our monev 

Md our men were being employed to better punwse in other 
directions. ^ 

In the political arena this drift from the land has been a 
subject of most violent controversy, and, from a purely 
economic point of view, the matter is one of the greatest 
national importance. There is, of course, the incontestable 
mora or ps3-chological argument, to which great weight is 
attached on the Continent, that the protection of agriculture 
IS essential to the preservation of a virile and healthy popula- 
tion— that some proportion of people who live in the calmer 
saner conditions of country life is essential to combat the 
less attractive influences of town life and to maintain a 
healthy and progressive race. Then, in our own case as an 
island kingdom there is the compelling argument that the 
maintenance of a proper balance between agriculture and 
other mdustnes is vital to ensure some proportion of home- 
grown food supplies in time of war. FinaUt-, there is the 
point to which Dr. Murray Butler 1 has directed attention : 
Agriculture is the industry on which life itself depends 
because it supplies the human race with its food. Hence 
It IS possible that the present international difficulties and 
5 unemplojmient are largely due to the fact 
ttiat both m this country and throughout the world, this vital 
industrj^ IS not established on an economic foundation and 
until It IS so established “ by research, by reflection and by 

roadmindedness,” it seems unlikely that present evils will 
ever be cured. 


ILbFECT OF THE WAR. 

During the Great War the urgent necessity of obtaining 
supplies of essential food-stuffs and the assistance conse 
quently afforaed by the Government in various ways gave 
the industry a muchmeeded stimulus. For some years 
farmers enjoyed great prosperity, and their financial position 

^ Address to the American Club, Paris, 28..|.3o. 
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improved remarkably. Contemporaneously, landowners who 
were faced with the crushing burden of taxation saw in the 
general rise in land values an opportunity of realising their 
holdings on advantageous terms and of investing the pro- 
ceeds in more remunerative channels. Consequently, tenant 
farmers throughout the country (largely with the assistance 
of funds borrowed from the banks) were induced to purchase 
their holdings. Frequently such purchases were made at 
exorbitant prices, and, in many cases, offered the only 
alternative to giving up homes which had been occupied by 
the same families for generations. 

Soon after the end of the War, conditions veered in the 
other direction. From almost unparalleled prosperity the 
industry was plunged into almost equally unprecedented 
depression. Farmers" saw their erstwhile profits rapidly 
dwindle and ultimately disappear; in a year or two there 
were few farms which could be regarded as really paying 
propositions, and, in spite of the rapid increase in the 
number of unemployed industrial workers, some of whom 
might seemingly have found employment on the land, the 
number of employed agricultural workers markedly dechned. ^ 
This unfortunate position still persists, and investigation has 
shown that it is due not to one factor, but to a number of 
general and specific causes. 


The Farmer’s Post-War Difficulties 


As soon as the War was over the increase of imports from 
abroad ® caused the home market to be deluged with foreijpi 
supplies of agricultural products sold at prices against which 
the home farmer could not possibly compete. His costs of 
production are, of course, far higher than those of his com- 
petitors in the vast agricultural countries of the New World, 


+1, 130.000 fewer men were employed in English agriculture 

a position traceable to (o) the prevailing depression in’the 
w iS"’ the conversion of arable land to grassland (which employs 

I ^ W ^^6 introduction of improved methods invol-wncr 
economies of labour. ° 

Production Acts (Repeal) Act, igai, removed the bounty on 
"Jeat imposed by the Com Production Act, 1917, and thus 
post-War competition of foreign wheat- 

6^0 wcrs* 
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for one important reason that British agriculture has 
benefited far less than other industries in this country and 

rrsr “““ 

Then there is the important effect on home farming costs 
of the Steady decline in prices. This has imposed on aS ! 
turn an incrc^mg burden of labour costs, for. though produce 
pnees have fallen considerably, wage rates have remained 
fairly steady, i.c. there has been a marked increase in the 
wage Ml of the fanner.. One reason for thta was ,ha? 
the Agricultural Wages (Regulation) Act. 1924. established 
ocal committees which fixed the wages offL labourers 

could bear Furthermore, a marked feature of post-War 

Tc? f pro- 

ducts ha\e fahen appreciably more than retail prices of 

manufactured products, with the obvious result that the 

products 

to biiv ' manufactured articles which he has had 

to bu V . In regard to wholesale prices generally, however the 
position appears to be reversed, with the apparent result that 

whiT*" K considerably when he buys retail and gains 
^ihen he buys wholesale. In other words, he is in tL 

a^d Sstribu'tr^'' bounty on the existing charges of retailers 
and distnbutors, and of receiving a bounty from the other 
depressed basic industries. 

The difficulties of the farmer through the continual 
reduction of his profits have been accentuated by the fact 
neriod^^ compared with the manufacturer, a much longer 
period must elapse between the time wiien his costs fre 
ncurred and the time wffien he is recouped for his expenditure 
by the sale of his produce. This time-lag between the 
farmer s investment and his return has been placeTat a 
normal of seven months, wffiich is probably a slower rate of 

As a 

^ , crops prepared for and sown at one level of prices 

produc^v“J'„:fL"on%6p^^ ^9X4 though 

the coJt'o'’f1aW buS^Ws arnforto? 

War.” (Uoyds Bank Bevi.w^oltobtr^^gsof 
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giving a high cost of production, may be harvested and sold 
months later at a lower level, involving a loss on the whole 
process/’ ^ 

In estimating the effect on the financial position of the 
farmer of falling prices and of the time-lag between outlay 
and return, regard must, of course, be had to any compensat- 
ing relief in respect of his chief items of cost. But though the 
tenant fanner has benefited from the fact that agricultural 
rents are little higher than they were before the War, and 
that the landlord is usually sufficiently sympathetic to grant 
a reduction of rent when profits are low, such considerations 
do not affect the owner-occupier who, having mortgaged his 
farm and having to pay interest at rates fixed much above 
current money values, has been very badly hit by the steady 
decline in the prices realised for his produce. 

Accentuating the difficulties of the farmer were a number 
of other factors. First, the fact that, like other producers in 
" unsheltered ” or exposed ” trades, he has had to bear the 
burden of increased prices for essential personal services and 
for the products of workers in the sheltered industries. 
Secondly, the Milk and Dairies Order, 1926, imposed certain 
minimum sanitary requirements for dairies and cattle- 
sheds which compelled many farmers to undertake costly 
improvements. 

Finally, it may be observed that in this country the com- 
bination movement, both among the farmers themselves and 
among their labourers, is almost insignificant, with the result 
that, although agricultural wage rates and the standard, 
of living of farm workers are on the whole extremely lov^ 
there are in the industry a persistence of traditional personal 
relationships and a degree of customary mode of thought 
which do not favour competitive development. 

Difficulties due to Restricted Credit. i 

: The difficulties of agriculture have naturally occasioned 
great anxiety, and much investigation has been undertaken 
in an attempt to find some remedy for the unfortunate state 
of affairs. From the outset it became apparent that, though 
^ Lloyds Bank Review , October, 1930. ' 
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farmers were feeling very severe!}’ the effect of foreign com- 
petition and the other factors mentioned, their main diffi- 
culties were due to tlie inadequac}^ of credit supplies. 

Agriculture, like any otlier industr}*, requires slio)i-tcr 7 n 
credit for some purposes and Jong-icr 7 n credit for others. 

Shoji-ierin credit is required by the farmer as working 
capital for such current expenditure as wages, the purchase 
of stock, fertilisers, feeding-stuffs, seeds, etc., and the 
finance of marketing operations. In overseas countries, 
especially Australia, these requirements of agriculture are 
widely recognised and met by the banks, which are specially 
constituted for the purpose and which lend extensively 
against chattel mortgages over stock, crops and other forms 
of agricultural wealth, subject to repa3Tnent out of the sale 
of the produce. 

In this country, however, loans have not in the past been 
freely granted against the specific security of farm stock and 
crops.' On the contrarj^ bank advances have been granted 
mainty on the farmer’s personal credit, or against the 
guarantee of a third party, or against collateral security 
such as shares, life policies and title-deeds. In addition, 
fanners have relied for a great deal of their short-term credit 
first, on tradespeople, ix, by the purchase from them of 
fertilisers, feeding-stuffs, seeds and other farm requisites on 
credit, and secondly, on their landlords, who, in tliis countr}^ 
are particularly considerate to their tenants in that they 
permit them more often than not to pay their rent, not when 
it is due, but when they find it most convenient, r.g. on tlie 
sale of crops or other produce. 

Long-term credit is required by farmers to purchase their 
holdings and to ctiTry out permanent or fixed capital improve- 
ments in buildings, in equipment or on the land. In this 
respect, also, the position in this country has been almost 
unique, in that, prior to 1928, we had no standard machinery 
for the granting of long-term agricultural credit. It is true 
that farmers have received a great deal of assistance in the 
form of semi-permaneht loans from the banks,^ from solicitors 

^ The Committee on Agricultural Credit appointed by the Government 
in 1922 reported that, in 1923, /zO million had been advanced by tlie Big 
Five " to agriculturists for the purchase of farms and £20 million for 
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and from other sources, but in aU such cases the uncertainty 
of the period for which the advance could be relied upon 
{i.e. the fact that the loan could be demanded back at any 
time on the giving of an agreed period of notice), and the 
absence of any uniform, prearranged and methodical plan of 
redemption are' factors which have reacted detrimentally to 
borrowers. 

It is true, also, that various land companies, working 
imder the Land Improvement Acts, 1864-1920, and now all 
amalgamated in the Lands Improvement Company, Ltd., 
have for many 3>-ears financed improvements made principally 
by tenants for life under the Settled Land Acts, and that 
they have advanced money for periods as long as forty years. 
But such loans have been granted entirely for land improve- 
ment and not for the'purchase of farm holdings. 

Apart from the assistance rendered by this company, the 
rule in former times was for the landlord, interested both 
in the land and in the tenants, to provide such long-term 
capital as was required for the meagre improvements 
ordinarity undertaken. 'With the greatly changed con- 
ditions which followed the War, however, this system 
definitely broke dovm, though the Lands Improvement 
Company has continued to do a flourishing business. 

During the post-War period a number of factors operated 
to accentuate the farmer’s difficulties in obtaining both 
short-term and long-term credit. Tenant farmers in general 
had exhausted their available resources in the purchase of 
their holdings at top prices during the boom period, but the 
ensuing collapse in the value of agricultural land (markedly 
lowering the value of the security which farmers had 
pledged against their loans) and the widespread depression 
in the industry necessarily made the banks chary of granting 
further accommodation and forced them in many cases 'to 
demand partial repayment of existing loans. This came at a 


current trading purposes. The former amount represented about one-half 
of the ag^egate funds utilised by farmers in this way. Bank loanslto 
agriculturists are made usually at i per cent, above Bank rate (minimum 
5 per cent.), and, though Such loans are frequently renewed at periods ‘of 
anything behveen one and six months, they are subject to withdrawal at 
any time by the banks after an agreed period of notice. i 
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time when the industr}^ was in dire need of extended, and not 
restricted, credit for the introduction of the new machinery, 
new apphances and new methods which had by now becorne 
essential if English agriculture was to organise itself on any- 
thing like a competitive basis. During the boom period 
little or nothing had been done by way of capital improve- 
ments. Faced with an extensive demand for his products 
at extremely profitable rates, the farmer had found little 
incentive to cut dovm his costs or to embark on capital 
outla}\ But when the boom was over and competition from 
overseas was intensified, long-delayed capital improvements 
had to be put in hand, and this just at the time when credit 
was being restricted and the resources of the agriculturist 
were being drained to meet the high interest pa5Tnents on 
his loans and increased production expense in other directions. 

There was another source of difficulty. Agriculture is 
an industry wherein the great bulk of the capital is raised by 
personal credit ; corporate credit, public issues, and resort by 
farmers to the London Capital Market for funds are entirely 
unknown. In the period after the boom, not only were the 
banks anxious to curtail any credits granted to farmers, but 
also traders and merchants on whom farmers - had been 
accustomed to rely for credit purchases of seed, implements 
and machinery were themselves feeling the effects of the 
depression and were consequently compelled to restrict that 
accommodation which they had previously granted as a 
matter of course. 

Hence, with the farmers’ personal credit exhausted, and the 
joint-stock method of raising funds not available, the question 
arose : How was the necessary capital for short-term pur- 
poses and for urgent capital development to be provided ? 

The formation in 1920 of the Farmers’ Land Purchase 
Company, Ltd., was an attempt at meeting some of the 
difficulties. The intention was that this company should 
work in close association with the Lands Improvement 
Company in lending, money to farmers to enable them to 
purchase their holdings, but, though the Lands Improvement 
Company has continued to be very successful and though it 
has advanced diming its existence upwards of ^14,000,000, 



BRITISH BANKS AND AGRICULTURE 171 

the Farmers Land Purenase Company has done relatively 
little business and has now been superseded bv the Agricul- 
tural Mortgage Corporation (to be dealt with hereafter). 

Agricultural Credit Abroad. 

In direct contrast to the restricted credit facilities available 
to the British farmer is the position in certain overseas 
countries where agricultural credit has long received a large 
measure of State assistance and has been developed on lines 
calculated to give the farmer financial aid on the cheapest 
and most efficient lines. A brief outline of the position in 
France and Denmark will serve to illustrate this fact. 

France . — ^The objects of the French system of agricultural 
credit are to supply fanners with the necessary means for 
carrying on ordinary agricultural operations by means of 
short-period loans and to assist co-operative societies and 
individuals with capital for long-period operations. 

The centre Of the system is the Credit Agricole Mutuel, in 
effect a Government department, through the agency of 
which State assistance is extended to the local co-operative 
societies. The funds of this institution are derived from a 
perpetual loan of 40 million francs, free of interest, granted 
to the State by the Bank of France in 1897 in consideration 
for the renewal of its charter. 

The Credit Agricole is under the supervision of the Minister- 
of Agriculture, eissisted by a commission of 32 members. 
This commission meets four times a year and suggests the 
amount which should be allowed to regional banks (one of 
which exists in each of the 89 administrative Departements 
into which the country is divided) for the latter to pass on 
to local societies and individual borrowers. The loans thus 
made must be for the purpose of providing capital for financing 
a crop from seed-time to harvest, or for the purchase of 
farming implements, live-stock or fertilisers, or for improving 
the land. Loans are not made to those who wish t.o borrow 
in order to buy goods not directly needed to produce a crop 
or crops. - 

The regional banks were established by a law of 1899. 
Two-thirds of their capital is subscribed by local agricultural 
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societies and the remainder by individuals. Each bank is 
pvemed by a committee elected from representatives of the 
local societies. Funds are received from the State, free of 
interest, up to an amount equal to four times the bank’s 
paid-up capital for periods of five }’ears, subject to renewal 
Deposits may be received, up to a certain maximum, but 
interest thereon must not exceed 5 per cent. 

In addition to the financing of local credit societies, the 
functions of the regional banks have been extended in recent 
years to making loans to co-operative societies for the pro- 
duction and sale of agricultural produce and to individual 
formers for the purchase and improvement of small holdings. 
For these purposes, special advances are made by the State 
to the banks. 

The purpose of the Local Agricultural Societies is to assist 
or to guarantee the operations of indhidual borrowers, and 
their area of operation is restricted to a particular village or 
commune. The capital of each of these Societies is subscribed 
entirely b}^ its members and the shares receive a fixed rate 
of interest, not exceeding 4 per cent. JIanagement of each 
Society IS in the hands of a council and a committee, and 
when established, the Society becomes affiliated to the 
regional bank of its Depariement by talcing up a number of 
shares m the bank, which grants credit facilities in two ivays : 

[а) Wfiien a member apph'es to the local Society for a 
. loan, he is required to sign a bill which, after approval 

and signature by the president, is sent to the regional 
bank. ^ If the latter is in funds, it will immediately dis- 
count it. If its funds are low, the president of the bank 
^yiIl sign it ^it has then three signatures — and it is 
rediscounted at the Bank of France. 

(б) The local Society may apply to the regional bank 
for a loan (at 3 per cent, interest), generaU}’^ in proportion 
to the amount of shares subscribed, and this loan may be 
used by the Society as required. 

^ The first of these methods is the one usually employed, 
smee it gives the regional bank a greater measure of control 
over the local Societies. 
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The local Societies grant loans to individuals at varying 
rates above 3 per cent., and the size of such loans is some- 
times fixed in proportion to the shares held by members, 
being ten, fifteen or even twenty times their amount. Other 
societies fix limits to the amounts they 'will lend for various 
purposes. Again, the time for which loans are made varies 
with Societies and according to the pTirpose of the advance. 

In addition to the foregoing, another m.ethod of obtaining 
credit has been in existence since 1906, i.e. the raising of 
funds through co-operative societies in various branches of 
agricultural actmty such as vine-growing, dairy-farming and 
sugar-beet production. The State makes advances at 2 per 
cent, per annum througlTthe regional banks to these societies 
up to an amount not exceeding twice their capital, the loans 
being secured on the consohdated liability of all then- 
members or on mortgages of their properties. Such loans 
must be approved by the Minister of Agriculture, while to 
be eligible for such accommodation the co-operative society 
must be exclusively agricultural. 

Denmark . — ^The Danish system of co-operative credit is 
equally well organised. In the first place, there exists 
throughout the country a network of co-operative credit 
associations which grant loans redeemable in any period up ' 
to sixty-five years on a first mortgage of the property of their 
members, the object of such loans being to assist members 
to work and improve their holdings and stock. Before a 
member is elected to an association, his property is assessed 
according to certain rules laid down by the Government. 
When the Directors of the association have decided on the 
amount of the loan they are willing to guarantee, the appli- 
cant deposits Avith the association a mortgage on his property,; 
in return for which a bond is issued to the value of the loan.' 
This bond is then' sold in the open market. (There is a^ 
daily quotation for these bonds on the Copenhagen Stock 
Exchange.) 

While the credit associations are allowed by law to make 
advances up to three-fifths of the value of property, they • 
never in practice grant loans up to this limit. Mr. Harald ’ 
Faber, an authority on agriculture in Denmark, says that I 
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without the loans in question, Danish agriculture would 
have been unable to enlarge and rebuild fai-m buildings, to 
increase (as it has done veiy largely) the number of live- 
stock, to improve the dair}' cattle, to accommodate the farm- 
ing system to the altered conditions in the world’s markets, 
to buy fann implements, etc., and to build and equip many 
co-operative factories.” 

In iqoq it was decided b^^ a large number of local societies 
to found the Danish Co-operative Bank, ” to obtain higher 
prices for bank drafts, to grant cheaper loans, and to allow 
higher interest on deposits, but primarily to be ready to 
support ever}’ reasonable co-operative scheme submitted to 
it.” Local societies become members of the bank by taking 
up snares in proportion to their respective turnover, while 
private persons can also co-operate in the scheme by joining 
bank societies which become members by taking up shares 
according to the number of their members. 

_ Binally, there are in Denmark a number of co-operative 
village banks, the first of w'hich was formed in 1915. The 
object of these is to grant loans to members for short periods 
to provide working capital for ordinary’ agricultural purposes, 
and one of the main factors leading to their development 
was the. desire to obtain a more even distribution of savings 
accumulated in the local co-operative credit associations. 

Agricultural Co-operation in Britain. 

Although agricultural co-operation in the foreign countries 
mentioned has undoubtedly reached a higher stage of de- 
velopment than it has in Britain, it is a mistake to minimise 
the importance to British farmers of the movement, w'hich 
received a marked impetus from the formation of the Agri- 
cultural Organising Society in igoi. To the Plunkett Found- 
atron is due the credit for demonstrating 1 that, in certain de- 
partments, the co-operative movement in this country is fit to 
cope \vith any demands which may be made upon it. Success- 
ful specialised societies are to be found engaged in the 
marketing of wool, meat, dairy produce, flour, vegetables 

Hunlett'poS^o^ %orUed^ge).“ 
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and poultry, while several large organisations exist for the 
purpose of enabling the farmer to purchase feeding-stuffs, 
fertilisers, seeds and other requirements on economical 
terms. 

But, as is shown by the most valuable Smvey referred to, 
only nineteen out of every hundred English farmers are as yet 
members of an agricultural co-operative society, and only 
twenty-eight out of every hundred do any part of their 
business with such a society. Clearly, such statistics point 
unmistakably to the fact that there is ample room for 
development, especially in the direction of national organisa- 
tion. Moreover, ' the report emphasises the necessity for 
much more concerted action in the marketing of live-stock, 
meat and eggs, although, in regard to the last of these, the 
introduction of the National Marking Scheme has proved 
to be a most healthy stimulant. The Smvey suggests, too, 
that there is room for great improvement in the co-operative 
marketing of fruit and green vegetables, particularly with a 
view to dealing effectively with seasonal and other surpluses. 

On the whole, the Report concludes that the prospects of 
co-operative development in English agriculture are not dis- 
couraging, but without doubt the great barrier to progress is 
to be found in the unenterprising and selfish spirit unfortu- 
nately only too prevalent amongst the farmers themselves. 

The Agricultural Credits Act, 1923. 

Influenced by the acknowledged gravity of the position of 
agriculture in this country, by the obvious inadequacy of 
credit facilities as compared with those existing abroad, and 
by the important national considerations to which reference 
has been made, the Government was induced to take action, 
through the Ministry of Agriculture, with a view to finding 
some solution to the problem. 

The result was the passing of the Agricultural Credits Act, 
1923, which was designed to afford facilities to farmers for 
raising both long-period and short-term capital. In regard to 
the former, the Act authorised the Pubhc Works Loan Com- 
missioners to make advances to any approved association so 
that the latter could lend funds on mortgage at a rate not to 
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exceed that from time to time prescribed by the Treasury. 
Certain alterations were also made in the Lands Improvement 
Acts, 1864 and 1899, with the object. of enabling the Lands 
Improvement Company to advance money at prescribed 
rates for semi-permanent purposes. Furthermore, the Act 
empowered the Ministry of Agriculture to encourage the 
extension of Agricultural Co-operative Societies, which were 
authorised to make advances to their members for a period 
not exceeding five years and for such purposes as the Ministry 
might approve. F or one reason or another the facilities which 
thus became available did not meet with much approval, 
and the Act soon became a dead letter. 

The next move was an investigation into the position of 
the industry by the Agricultural Tribunal appointed by 
Mr. Stanley Baldwin’s Government. This Tribunal in its 
minority and majority reports, published in 1924, made a 
number of suggestions and recommendations for improving 
the prevailing conditions, notably on the vexed subject of 
credit supplies to the industry. It became obvious, however, 
that the whole question of credit supplies to farmers needed 
further detailed investigation, so the Ministry of Agriculture 
instituted an inquiry (under the Chairmanship of Mr. R. R. 
Enfield) into the economic aspects of the matter. In 
February, 1926, the findings of the investigators were pub- 
lished as the so-called “ Enfield Report,” probably the most 
exhaustive and instructive document on British agricultural 
credit that has ever appeared. 

Report on Agricultural Credit, 1926. 

In instituting the inquiry, the Ministry of Agriculture 
obviously had before it the widespread suggestion that in 
granting credit facilities the joint-stock banks were more 
backward in the case of agriculture than they were in regard 
to our other basic industries. Further, the Ministry was 
clearly determined to investigate the complaint that, since 
the management of the banks had become concentrated in 
London, the farmer had received far less assistance from local 
branches than had been granted to him by the private 
bankers of the last century. 
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The general strain of the Report was to refute this sug- 
gestion, and to show that the joint-stock banks had not been 
niggardl}' so far as the farmer was concerned. On the 
contrary, they had provided the agriculturist with long- 
term credit for the purchase of his holding, with instalment 
credit for the purchase of equipment and with short-term 
credit for his current or working needs— aU usually lumped 
together in an overdraft on current account. But as the 
demand of farmers for credit had increased during the post- 
war depression, the banks could not extend their already 
eavj^ commitments to the industry. They have never been 
and do not profess to be. agricultural banks in the continental 
and American sense, but, having to safeguard the interests 
of their depositors, they are compelled to keep their 
advances ahve ” and not permanently locked up. 

Hence, the Report confirmed the generally accepted view 
that there was room for a considerable extension of existing 
agricultural credit facHities, both for short-term and long- 
tern borroivings, and it suggested that, although the banks 
did their best in the nature of things to meet the demands 
made upon them, yet there was, from the farmers’ standpoint, 
much room for improvement. Apart from the fact that the 
lack of credit distinction [i.c. between short-term and long- 
term needs) tended to leave the industry financially water- 
logged, there was the disadvantage that the cost of a bank 
overdraft is never fixed and ascertainable : the interest thereon 
varies with the Bank rate, and tends to increase just at the 
time when the farmer’s other financial needs are greatest. 

Peculiar Features of Agricultural Credit. 

On the question of agricultural credit generally the Report 
gave some illuminating information. While emphasising 
the fact that the value of any credit system depends as much 
on the efiiciency of the lenders as on the efficiency of the 
orrowers, it demonstrated that the farmer is, in general, a 
most mefficient borrower. That is to say, he does not under- 
stand the economic function of credit, and is usually unable 
to measure the advantage to him of the use of credit in liis’, 
business. In this regard the Ministry suggested that the! 
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farmer should be educated by the combined efforts of 
agricultural colleges, the banks and the National Farmers’ 
Union. 

The second point emphasised by the Report is that farmers 
as a class are distinctly averse to borrowing in anj' form. 
But it was suggested that this prejudice springs as much from 
a lack of appreciation of the value of credit to agriculture as 
from a wholesale objection on the farmer’s part to let it be 
known that he finances his business on borrowed mone 3 ^ 
The Report stated that the burden of the evidence was to the 
effect that the majorit}’^ of small farmers have j^et to learn 
that they should not regard borrowing as a last resource or 
as a mark of distress, but as the proper means of carrj’ing on 
an industry which is not capitalised, as are other industries, 
on the joint-stock plan. This again was thought to be 
largeh' a matter of education. Furthermore, it was pro- 
posed that in order to promote the development of agricul- 
tural credit on sound business lines, the banl:s and others 
interested in agricultural finance should co-operate, as is 
done in U.S.A., to educate farmers to keep boolcs, to have 
checking accounts at the bank, to ha^■e a minimum number 
of creditors, to meet their obligations promptly, and to appty 
to all departments of the farm the principle of scientific 
cost-keeping. 

The Report regarded the existing s}’3tem of borrowing by 
the farmer from trades-people, auctioneers, etc. as pernicious, 
not only because it is impossible for the farmer to determine 
the cost of such credits, but also because it involves him in 
credit entanglements, which frequently react to his dis- 
advantage. For example, he maj^' obtain seeds on credit on 
the understanding that he sells his produce to or through the 
supplier — not always on as good terms as are obtainable 
elsewhere. ^ Borrowing from a landlord was also strongly 
deprecated, though it is, fortunately, a method which is 
subject to distinct limits. 

Borrowing from the banks by overdraft against security 
was regarded as unquestionably the best means of obtaining 
short-ierm credit for agricultural needs. This method has 
the advantage that the wide distribution of the banks 



rivalled resources. And the Report stated that if there has 
been difficulty, if has not been due to lack of knowledge or 
lack of sympathy on the part of the banks, but to the in- 
ability of agriculture to offer the wealth it creates— its stocks 
and its crops ^ — as security for advances. In .the past, the 
only method of taking a charge over these items was by bill 
of sale, but the enforced publicity of that method was an 
insuperable disadvantage from the point of view of the bor- 
rower, while at the same time it made it practically impossible 
for him to obtain further credit. Hence the problem which 
had to be faced and solved in regard to the provision of 
short-term credit for agriculture was that of mobilising 
the wealth of the industry so as to render it acceptable to the 
banks as collateral, while at the same time making the form 
of security not unacceptable to the farmer. 


Suggested Reforms. 

The Report of the Ministry of Agriculture did much to 
reveal in their true perspective the problems \vith which 
agriculture in this country is faced. The Report made 
quite clear the marked need for new financial facilities, more 
especially for the supply of long-term credit which should be 
directed to removing the handicap from which the British 
farmer was suffering in comparison with farmers in other 
countries where, as we have stated, credit arrangements have 
long been more adapted to the peculiar conditions of the 
indfistry. 

With these facts in view, the Ministry made the following 
proposals in regard to the future provision of short-term 
credit ; 


{a) That the machinery of “ short-term ” credit should be 
concentrated in the hands of the banks, where the cost of 

+1,^ ^925, the year of the investigation by the Ministry of Agriculture, 

outstanding loans of the banks to agriculture for trading purposes 
million, whereas the value of stocks and 
mims in Great Britain at harvest time (exclusive of plant and 
tenant rights, of unexpendable manures, of expendable 
ii 1°^ 'Vith their products) was roughly estimated 



i8o BANKS AND THE FINANCE OF INDUSTRY 


credit is Icnown, and where tlie farmer can escape from tlie 
abuses which the tradesmen -credit sj^stem often involves. 
But to make the bank system as fully effective as possible 
the banks should be empowered to talcc a charge upon the 
wealth on the farm. 

(b) That legislation should be enacted enabling a valid 
charge, in the form of a chattel mortgage in favour of the 
banks, to be given upon certain classes of farm produce (to 
be defined) ranking in priority to ail other charges except 
those in respect of rent, rates, and taxes, and to be used 
exclusively for the purpose of securing ** short-term ” bank 
advances to fanners. 

(c) That, as an alternative method, tlic banks should be 
empowered, instead of taking a specific charge by way of a 
chattel mortgage on certain delined property, to take a 
floating charge upon the liquid assets of a farm or of a co- 
operative marketing societ3% also ranking in priority to all 
other charges except those in respect of rent, rates and taxes. 
This arrangement might be speciall}’ applicable in tlie case 
of the latter, and might simplify the procedure. 

(^/) That a central bankers* register should be established 
in which these chattel mortgages or floating charges could be 
registered, open to inspection b\’ the banks, but not open to 
inspection b}^ the public. This would protect the banks and 
avoid the publicity about which the farmer is naturally 
sensitive. 

(c) That the mortgagor should be left free to dispose of 
produce which is subject to a chattel mortgage when he wshes, 
so that he may take full advantage of a favourable market, 
but that he should be required to notify the bank when he 
does so, and pny the proceeds to the bank up to the amount 
of the debt. Penalties sufficient to act as a reasonable 
deterrent should be prescribed for failure to comply with 
these conditions. 

By these means the farmer W’ould be induced to borrow 
chiefly from the banks and to pay casli to the merchant, and 
so would take advantage of the cash discount usually 
available for prompt pajrment. On their side, the banks 
would receive a much better security than they had been able 
to obtain under the bid system. 

It was further proposed that where there is need of co- 
operative credit, steps should be taken to form agricultural 
credit societies similarly constituted to the then existing ones, 
but with the object, not of borTO\ring money from the State, 
but of endorsing their members* promissory notes in respect 
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of advances from the banks. The security behind such 
societies would remain their whole assets, including their 
share capital. 

Proposals for a Central Land Bank. 

So far as the provision of long-term credit is concerned, the 
Ministry proposed that the principle of the mortgage credit 
institutions in Germany, or of the Federal Land Banks in 
U.S.A., should be applied in this country, with necessary 
modifications. It was suggtedes that a Central Land Bank 
should be estabhshed, with the object of making long-term 
mortgage loans through the joint-stock banks and their 
branches, and of raising money for the purpose by the issue 
of debentures to the public. 

The bank would be governed by a board of directors, and 
would be empowered to lend money up to a prescribed period, 
secured by first mortgages upon agricultural land and 
buildings. Its funds would be obtained by the issue to the 
public of debentures based upon these mortgages, and the 
limit to such issues would be a fixed multiple of the bank’s 
capital and suiplus funds. Loans would be made through 
the joint-stock banhs and their branches, who would act as 
agents for the Central Land Bank. 

It was further proposed that the Central Land Bank should 
also be empowered to handle the “ intermediate ” credit 
business in connection with land improvements, and such 
operations as silage, drainage and the erection of minor 
buildings. 

The scheme of the Central Land Bank, it was suggested, 
would have the advantages that it would : {a) establish for the 
first time in this country a uniform system of long-term mort- 
gage credit for agriculture ; {b) give new facilities to farmers 
who wish to purchase their holdings, by providing mortgage 
credit at a reasonable rate of interest, in a standard and 
universally applicable form, and free from the risk of un- 
expected foreclosure; (c) create a standard agricultural 
investment, thus opening up a new channel through which 
capital could enter agriculture ; {d) be administered through 
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the joini-stoch hank'^, and Iiasa; the 1)i.'ncTit of their know- 
ledge and cxi’cricnce ; (r) lx; simple and secret. 

The Aorarnr.TUn.M. Chedits Act, 192S. 

Unfortunately, progress in tlio direction in.dicatcd was licld 
Tip by tlie di'^astrou.s general .strike of 1026 and by the 
ron.scqucnl .stringency of nione\’, but the matter was hcjil 
in the forefront of the Government programme. 

There were three main courses open if the suggc.stions 
embodied in the Report were to be carried into effect. The 
Government might have arranged to provide the necessary 
credit facilitic.s Hsclf, much in the .same way n.s it does in 
connection with lo.ins for public work.s ; but tliis method was 
open to a number of di.sadvaniages, of which the most 
obvious was the dithculty of getting into touch with would-be 
borrower.-. Secondly, it could hav<- adopted the method 
applied in other countries and h.ave. formed an entirely 
new and independent agricultural credit bank; but to 
this rour.se, also, there were obvious objections. Such an 
institution would be uselc.ss without a wide network of costly 
branches or agencies, and these would have to be set up 
before the e.vtcnt of the demand for the new facilities could 
actually be tested. Finally, there was ilie plan of forming, 
with the help of the c.xisting joint-stock banks, a new 
institution— a National Agricultural Credit Bank— which, 
while it would not obtnide on the Imsine.'^s of the joint-stock 
banks as deposit bankers, would nevertheless have the benefit 
of their funds, branches and wide c.xpcrience of agricultural 
needs. 

The last altematit'c was knovm to be favoured b}’ the 
banks, which liad indicated their willingnc.^s to put up the 
required capital, provided there was some meiisurc of Govern- 
ment assistance or guarantee in connection with the opera- 
tions of the institution. In other countries there arc many 
institutions of this t3'pc which lend money for land develop- 
ment against mortgages, and issue to the public bonds 
secured against the mortgages held. The rate charged by 
these institutions on loans must necessarily be influenced 
considerably by the rate at which tliey can raise funds, and it 
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iVas apparent that, if bonds could be issued by such an insti- 
tution in this country, with a Government guarantee or, if the 
interest on the bonds issued were paid free of tax, the institu- 
tion would not only be able to raise money more cheaply, but 
would also be in a position to grant cheaper accommodation 
to the farmers — an important object which any scheme of' 
financial assistance to agriculture would have to keep in 
•view. 

Early in 1928 the Government called upon the leading 
joint-stock banks to co-operate in a scheme for the formation 
of a central mortgage bank on the lines suggested in the 
Report of the Ministry of Agriculture. In May, 1928, after 
many conferences "with the banks, the farming interests 
and the trading interests affected, a Bill was introduced 
and later placed on the Statute Book “ to secure, by means of 
the formation of a company and the assistance thereto out 
of public funds, the maMng of loans for agricultural purposes 
on favourable terms, and to facilitate the borrowing of money 
on the security of farming stock and other agricultural assets, 
and for purposes connected there'with.” The Act dealt with 
both long- and short-term credit for agricultural purposes, 
and, briefly, its pro'visions are as follows. 

Short-term Credit. 

The Act aimed at encouraging the farmer to go to banks 
approved hy the Ministry of Agriculture for short-term 
credit instead of relying on trade credit. To this end it 
introduced a new form of charge, known as an “ agricultural 
charge,” which a farmer may create in favour of a bank 
over all or any of his ordinary assets, including stock and 
crops. Such charges may be fixed (in the case of semi- 
durable assets) or floating (over Mve-stock and other less 
durable assets), and may secure either a defined or a fluctua- 
ting amount. They must be registered at the Land Registry 
within seven days of their execution and give a first claim to 
the property charged subject only to claims for rent, rates 
and taxes, thus taking priority over bills of sale and other 
charges. Bankers are thus provided with an acceptable 
security, while the disadvantages of undue pubhcity have 
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been overcome by the pro\nsion iliat, {bough all such charges 
must be registered and the register kept open to inspection 
b}’’ any person, publication of agricultural charges is to be 
unlawful and persons responsible for such publication are 
liable to a fine not exceeding £ 20 , From the borrov/er’s 
point of view the method is extremely cheaj), since the only 
expense involved is the registration fee of is. 

In general terms, the aim was to canalise the stream of 
short-term credits to agriculture in the banks, instead of 
spreading it among tradesmen, private guarantors and other 
more or less unsatisfactory channels. 


Loxg-tekm Credit. 


The Act aimed at providing for the long-teim needs of the 
fanner by the establishment of a central mortgage institution 
to grant long-tenn loans for a period of not more than sixty 
years against mortgages up to two-third.-; of the ascertained 
value of agricultural lands or agricultural improvements' 
under the Land Improvement Acts. The new institution 


was to be financed by the banks, and should come to the 
mone}'’ market for further funds in the ordinar3’^ way, subject 
to the agreement of the Government to contribute a sub- 
stantial amount to the reserve fund of the institution ^ so as 
to induce the public to lake up its debentures at a low rate of 
interest. The debentures were to be given the status of a 
trustee investment, and the dividend on the share capital 
was to be restricted to 5 per cent. 

BoiTowers from the new institution are required to meet 
fixed interest and capital repayments at half-ycarl}’ intervals, 
so that the scheme applies to the acquisition of land the same 
principles as building societies have so successfully applied to 
the acquisition of homes. The intention is that farmers shall 
have the advantages of being able to borrow at low rates 


Government undertook to undenvrite the first A million of 
Debentures issued, and to invest therein /i.25o,coo. .It also aareed to 
of /io,ooo per annum for ten years towards the ovcrhead^chargos 

^°moraUon, and to advance, free of interest, an amount equal 

theVaoitaWt subject to a mm^imum of i;!, 000,000. With 

tlie capital at £ 650 , 000 , and assuming money is worth 5 per cent per annum 

GovernmentToan is eq'ufvalenfto'^rgrant of 
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(not more than 6 per ‘cent.) and that they shall laiow pre- 
cisely the extent of the loan payments which they will have to 
meet each half-year. In this way they will be relieved of the 
uncertainty which has existed in the past on the matter of 
interest charges and on the matter of repayment, because a 
bank is entitled to call in an ordinary loan at any time at 
its discretion — ^possibly when most inconvenient to the farmer. 

The Agricultural Mortgage Corporation”. 

Immediately the Act was passed, steps were taken to set 
going the new mortgage institution, which, under the title 
of the Agricultural Mortgage Corporation, Ltd., was registered 
on 7th November, 1928, with a nominal capital of ^650,000 
in £x shares.^ The first directors were Sir Harry Goschen 
(Director, National Provincial Bank) ; Sir Otto Niemeyer 
(Director of Vickers-Armstrong) ; Mr. J. H. C. Johnston 
(Director of the Mercantile Investment and General Trust) ; 
Mr. W. Gavin (Director of Strutt-Parker (Farms)); and Sir 
George L. Borstow (Director of the Anglo-Persian Oil 
Company) as the nominee of the Treasury." 

The intention of those responsible for the formation of the 
Corporation is that it shall lend sums for agricultural pur- 
poses at rates of interest not higher than are required to meet 
its expenses and a dividend not exceeding 5 per cent, to the 
shareholding banks. It is with this object that so large a 
proportion of its working capital is being provided by the 
State free of interest, and, to the same end, it is provided that 
any surplus profits shall be applied in reducing the interest 
payable by existing borrowers and in improving the terms for 
future advances. Thus the test of the success of the new 
Institution will be, not the rate of its declared dividends, but 
the total amount of its loans and the favourable terms on 
which it makes them. 

^ These were subscribed at par by the Bank of England, Barclays Bank, 
the District Bank, Glyn Mills & Co*, Lloyds Bank, Martins Bank, the 
National Provincial Bank, the Westminster Bank, Williams Deacon's Bank, 
and the Manchester and County Bank, i.c, all the leading joint-stock banks 
other than the Midland, which refused to participate in the scheme. 

- So long as any part of the advances made to the company by the 
Government (through the Ministry of Agriculture) remain outstanding, 
one of the directors must at all times be nominated by the Treasury, and 
no alteration may be made in the Memorandum or Articles of the Coipora- 
tion without the consent of ^ifpister pf AgripultuTe. 
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To some extent the activities of the Agricnltnral Mortgage 
Corporation overlap those of the Lands Improvement Com- 
pan}^ but, although they arc in some respects in open 
competition, there is a high degree of co-operation between 
the two bodies. Moreover, certain distinct differences in 
business and procedure vill assure to both institutions a 
reasonable share of whatever business is offering. M^ereas, 
for example, the Lands Improvement Company may 
advance money for any purpose connected vnth land, 
including the building of houses, the development of land 
and the redemption of tithes, the Agricultural I^Iortgage 
Corpora.tion makes advances to landovmers and farmers for 
purely agricultural purposes only. On the other hand, the 
Improvement Company cannot advance monej^ on long- 
tenn mortgages — one of the main functions of the new 
organisation. Other points of distinction are that the 
Improvement Companj^ deals direct with borrowers in any 
fail of Great Britain, whereas the ^lortgage Corporation deals 
only through one of the shareholding banks, and confines its 
acti\aties to England and Wales, Thus the Lands Improve- 
ment Compan}^ is not likely to be greatly affected by the 
activities of the new Corporation, in spite of the fact that the 
latter receives a State subsidy, without which it could not, of 
course, grant long-period loans on the markedly advantageous 
terms contemplated by the Act. 

Details of the facilities now afforded by the Corporation are 
set out in Appendix III, wherein is reproduced a leaflet issued 
b}* the Institution for the information of intending borrowers. 
In brief, a farmer who requires a long-period loan applies at 
a branch of one of the participant banks, and the branch 
arranges for the valuation of the proper!}^ by a local valuer 
at a fixed fee to be paid by the applicant (whether'he gets 
the loan or not). If the Corporation decides to grant the 
advance, arrangements are made for the title to be investi- 
gated b}^ a local solicitor. If everj^^thing is in order, a mort- 
gage deed is prepared to which is attached a schedule setting 
forth particulars of the half- 3 ^earty instalment pa 5 unents to 
be made hy the borrower in reduction of the loan. On the 
execution of the deed, the funds are handed over by the 



instalments in reduction of the loan as they fall due and to 
debit his account to the credit of the Corporation, which 
maintains an accoimt at the head office of each of the ten 
shareholding banks. 

A somewhat similar procedure applies to the granting by 
the Corporation of advances for a period not exceeding forty 
j’^ears for land improvement, but in these cases an inspector 
of the Ministry of Agriculture has first to be satisfied that 
any proposed improvement wall more than repay its cost. 
The expenses of investigation by the Ministry are borne by 
the applicant, but the Corporation makes no charge for its 
own services in the matter. The period of the loan in this 
case is intended to cover the life of the proposed improve- 
ment, but the advance may be redeemed by the borrower at 
any time at his option. 

Progress of the New Corporation. 

The measure of success which has attended the estabhsh- 
ment of the Agricultural Mortgage Corporation may best be 
judged by the follotving extracts from the speech of the 
Chairman, Sir Harry Goschen, Bart., K.B.E., at the first 
Annual General Meeting held on Wednesday, i6th April, 
1930. In the course of his remarks, the Chairman said : 

" We opened for business on 14th January, 1929, and it at 
once became apparent that the facilities which the Corporation 
was formed to provide met with a ready response from the 
agricultural community; indeed, the amount of applications we 
received in the first few weeks of our existence taxed the 
capacity of our staff to the utmost. 

" There must of necessity be some delay between the receipt of 
an application for a loan and the final pa3mient to the borrower 
of the amount granted. The examination of the title to the land 
pledged as security for the loan often entails the scrutiny of 
numerous and intricate documents, and the inspection and 
valuation of the properties as well as the legal formalities con- 
nected with the preparation and execution of the mortgage 
involve time, care and attention. I thinlr it is a matter for 
congratifiation, however, „that delay in the completion of our 
transactions has now been reduced to a minimum, and all 
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connected witli loans are dealt with very cxpeditiouslv 

whhi-fS;T: actually paid over to l,orroSs 

”n ? da3's of recen-ing the first application, but such 
expedition is possible only when ail documents connected with 
the transaction are quite simple and devoid of all complication. ^ 
™ 1929. all our funds available for lending 

on mortgage had already been paid out in long-term loans and 

its^fiwf^kc 1*^ Corporation decided to make 

Up to 31st Jlarch last we had completed 1374 long-term loans 
on mortgage, amounting to £4.168, 590. The imluatioriTif the 
properties fonning the security for these loans totalled ^6 605 4QS 
r^nd showed not only a substantial margin on the amomt knt’ 
jo the other resources ol the Corporation ample 
securitj' for our debenture issue. In addition to tlie sums’ I have 
actually paid out, further loans totalling 
^ been granted b}'’ the directors, subject to the 

0^ the legal formalities. 

11 • ‘'ipphcations for improvement loans have been somewhat 
small in number and amount, but advances totallinir hnH 
ten completed by 31st March, and, in addlon, Sfetors h,?d 
.sanctioned further loans to the amount of /i2,gni. 

p to the close of our financial vear, 2692 applications for 

rccdvcXrtK™ ’‘T.,'’* ft o°°S S ten 

pnncteldlaldX^adlalrliS^^^^^^ 

overdue for more than seven days total Ics/ti/an £650 

Our loans are well spread over the whole countr\^ and 
adduces ha\'e been made on the seciuity of land in everv^ountv 
of England and \yales except one, but perhaps SircoTnties o 
Yorkshire, Somerset, Northumb^erland and Cam- 

P.Wies rsYau'ls trS o"; 

T +1!*^+ T™® continue to reach us by even' post and 

suJStted to 45 hS’bSn 

ttc opinion of thnse 

facilS^ fnr farming and land-owning communitylor 

facilities for obtainmg long-term loans on the security of ImdT md 
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I venture to think that the experience of our first year has sho^TO 
that the formation of the Agricultural Mortgage Corporation 
has done much to meet the requirements of an important and 
hardl}’*pre 5 sed section of our industries/' 


The Labour Government's Land Policy. 

In spite of the good work done by the Agricultural Mort- 
gage Corporation and by other agencies, and in spite of the 
vast amount of thought and time which has been given to 
the question of agricultural conditions, the depression in 
the industrj^ and the drain of workers from the land during 
1930 were more pronounced than ever. Accordingly, on the 
ist August, 1930, ‘Mr. Snowden in the House of Commons 
unfolded plans evolved by the Labour Government for 
arresting the decline of employment on the land, fostering 
the grovdh of home-produced food supplies and, in general, 
bringing prosperity to the country-side. At the time of 
writing the various proposals have still to be implemented, 
but they may be briefly reviewed. 

It is proposed, in the first place, with the help of the local 
authorities and through the Ministry of Agriculture, to make 
further land available for the small cultivator, ^ and, secondly, 
to establish an Agricultural Land UtiHsation Corporation 
to develop large-scale farming on business principles Avith* 
the utmost possible apphcation of improved methods. The 
Corporation will afford farmers a practical business training 
on modem hnes and demonstrate the most scientific methods 
of land cultivation with a view to securing quicker and more 
general education for agricultural improvement. 

Cereal farming, in view of its critical condition, is to receive 
urgent consideration, especially in regard to the establish- 
ment of Import Boards, the implementation of bulk purchase 
and the stabilisation of prices. With the same object, the 
Government introduced a Marketing BiU, to authorise the 
setting up of large-scale commodity Marketing Boards and 
to provide long- and short-term credit facilities for the 
marketing of a number of agricultural products — milk, 

With t^s object the Ministry of Agriculture is to be given power to 
acquire and manage land for -such purposes, in areas where the local 
authorities are not sufficiently active. i 



igo BANKS AND THE FINANCE OF INDUSTRY 

potatoes, hops, wool, cereals, cheese and live-stocic. The 
administration of the schemes is to be financed out of moneys 
pro^^ded Parliament, while the interests of consumers 
are to be safeguarded by the establishment of a " Consumers’ 
Committee ” with powers of appeal to a Committee of 
Investigation set up to advise the Jlinistry^ of Agriculture. 

Need we Deplore the Decline of Crop-Growing ? 

It is scarcely to be doubted that these developments and 
the accession of credit facilities implied in the establishment 
of the Agricultural Jlortgage Corporation will lead to con- 
siderable improvement in the position of our leading basic 
industrjL Moreover, there is some ground for optimism in 
the fact that, although agriculture as a whole has in recent 
yearn passed through a period of marked depression, certain 
sections of it have not done so badlj^ — thanks mainly to the 
fact that English agriculture is not one uniform industrjL 
“ East Anglian arable farming has little likeness to West 
Countrj' grass-land dairjdng, or to the grazing of hill sheep 
on southern downs or northern moors and feUs. Thus 
economic conditions disastrous to one use of the land may 
either hardly influence or actuall}- benefit other methods. 
Cheap com, rainous to the growers of cereals, is an advantage 
to those who buy feeding-stuffs for live-stock." ^ 

So we find that, whereas the section of the industry con- 
cerned with the raising of crops has for many years past 
shown signs of gradual decline, the decay is by no means 
general throughout the industrjL The live-stock trades are 
apparently holding their orvn, wliile the dairying and poultry 
branches are increasingly prosperous. Taking all the 
sections together, there is reason to believe that the value 
of our total agricultural output is higher than it was twenty 
years ago, though it is, of course, very differently distributed 
by reason^ of great changes wliich have for years been going 
on in the internal stmeture of the industry. 

If these are the facts and there seems no reason to assume 
otherwise— then even the most pessimistic should have some 
reason to be satisfied. For, if we take a really broad wew of 
Agricultural Depression." (Lloyds Bank Review, October, 1930.) 
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the position, we have to acknowledge that the days of Britain 
as a com-groving community' have long been numbered A 
The necessity of supporting a dense population is the inexor- 
able fact which affords the best of all reasons for permitting 
the cultivation of wheat to fall into a relatively minor place. 
Our people must have bread, and they can obtain it far more 
cheaply from the relatively undeveloped expanses of the 
New World than by any intensive wheat-growing programme 
at home. And no moral or psychological reason would seem 
sufficient to outweigh the advantages of feeding and clothing 
our teeming masses as ^vell and as cheaply as we can. 

“ Great Britain lives, and must for the most part continue to 
live, b\’ the sale of her ihanufactured products to countries over- 
seas. . . . The country can no more feed its present population 
from native resources than a modem city can support itself from 
the produce of fields and market gardens within its boundaries. 
Like a city, it must obtain supplies from without and pay for them 
either by goods produced within its frontiers or by services which 
can be exchanged for goods. Moreover, the production of goods 
implies raw materials, and these again must as a rule be imported 
from abroad. . . . Great Britain is a gigantic urban area, 
dependent for its very existence on the supply of food and raw 
materials from without, and these are purchased largely by 
the products of its manufacturing industries. The only native 
resources of the country are to be found in its labour, skill, 
capital and organisation, which together form the basis of its 
industrial activit}^ and of the production, for use or sale, of manu- 
factured goods. For some of these goods, such as cotton, sale 
abroad is even more important than consumption at home. . . . 
The population of Great Britain has gro\vn up under this special 
system ; it can continue to exist, at its present size and mth its 
existing standard of life, only by the perpetuation of the condi- 
tions of its growth. It must sell a large part of its manufactured 
products abroad. . . . Moreover, most of the goods consumed in 
Great Britain itself depend on imported raw materials for which 
payment must be made in some form. We may reduce our 
imports somewhat, but we shall need always a large export in the 
form of manufactured goods.'' 2 

If we are prepared to face these facts, we shall find rio 
reason to deplore the gradual decline of those sections of 

^ “ Com represents in value only about 10 per cent, of the total produce 
sold from English farms.” {Lloyds Bank Review ^ October, 1930.) 

® ** British Industries and Empire Markets,” by A. J. Sargent, M.A., 
Jilarch, 1930. 
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agriculture concerned with the growth of cereals. Without 
doubt the Government, the banks and the Agricultural 
Mortgage Corporation are doing good work in seeking to 
bring greater prosperity to this branch of the farming 
industry — especially in so far as their efforts arc based on the 
desire to provide employment by making available small 
holdings, cottage holdings, allotments, market gardens and 
poultrj^ holdings for the workers. There is ever3^hing to be 
said for encouraging the extension of peasant cultivation and 
small-scale intensive fanning, and for bringing back to the 
land some of those whom the process of rationalisation 
has freed from industry. Let us, therefore, by all means 
encourage those sections of the farming industry — dairying, 
cattle-rearing and market gardening — ^vhich are paying their 
way and holding their own against foreign competition. 

Dairy farming and market gardening, especially, deserve 
ever}^ possible encouragement. The conditions are excellent 
and the products are good. Denmark is a leading dairy- 
producing country not because of any natural advantages, 
but because she had no adequate alternative; and what 
Denmark has done with such success, Britain can do at least 
as well. Naturally there are difficulties. Few potential 
dairy fanners have the capital necessary to enable them to 
wait for the return, and little progress can be made in the 
absence of Government schemes to subsidise their efforts. 
Moreover, the possibility of over-production leading to 
surpluses \vill have to be faced, especially in the case of milk 
and'vegetables, while steps will have to be taken to ob%date 
unfair competition arising from the dumping of foreign 
products in this country. 

Fortunately, the developments already envisaged nnd the 
probable growth of co-operation in the buying of machinery, 
seed and materials hold out the hope that we shall soon be 
able to divert at least some part of the stream of unemployed 
into the productive channels of small-scale intensive farming. 
The markets for the dairy products, fortunatety, lie near at 
home, and our rapidly growing cities offer a centralised and 
expanding market. 

So far as corn-growing is concerned, however, the con- 
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elusion seems inevitable that there are other far more profit- 
able outlets for Government intervention and financial co- 
operation. As long as we adhere to the principles of free 
trade — or even of Empire free trade — ^in essential foods, any- 
marked expenditure of time, energy or communal funds to 
encourage corn-growing would appear to be largely mis- 
placed. We shall be able to face future world conditions wth 
a far greater prospect of success if we apply our energies, not 
to an industry which has proved incapable of sustaining itself 
in face of foreign competition, but to those industries whose 
products still find a ready acceptance in the world’s markets. 
Our resources of skill, man-power and finance must be con- 
centrated on increasing th-e efficiency and lowering the costs 
of onr manufactured products and of our international 
financial services, so that the extended demand for them by 
other nation^ will assure for our masses an ample command 
of Nature’s greater abundance in other lands. 

The hope of Britain lies in her green fields — ^not for raising 
crops of relatively small value which can be purchased much 
more cheaply elsewhere, but for newer, better and larger 
factories, in which her unexcelled manufactures can be 
produced under more efficient and more competitive con- 
ditions. And if the necessary leadership and money cannot 
be found vfithin our owm borders to develop our unexampled 
resources, then why should we not, as Mr. A. J. T. Taylor 
has pointed out, " openly engage not only members of the , 
Empire, but Americans and Europeans to come -here with ' 
tlieir money and enterprise and build new factories which 
would employ our raw materials, and, most important of all, 
our workmen ” ? ^ In some such direction, without doubt, ' 
lie great possibihties for future prosperity. 

' " Britain as a Centre for Foreign iManufacture," The Financial Times, 
24.5.30. 



CHAPTER VIII 

THE GO\^RNiMENT AND THE SITUATION 

Since banking technique and monetarj^ polic 3 ' are now 
recognised to have a most important bearing on the nation’s 
general economic position, it is only to be expected that the 
problems discussed in tliis book should have received the 
earnest attention of successive post-War Governments. 
As a result, several representative committees have been 
appointed to investigate the matter, and much useful work 
has been done in tlie direction of sifting and ventilating the 
various aspects of our monetary and industrial difficulties 
and in collecting a vast amount of information thereon. 
Clearly, our surv^ey would not be complete without some 
reference to these activities of the Government, whilst a 
brief review of certain aspects of State action in regard to 
the general economic position will at least serr^e to demon- 
strate or emphasise the fact that banking technique and 
monetary policy are far from being solely responsible for the 
nation’s present difficulties. 


The Faringdon Committee on Financial Facilities 
FOR Trade. 

Even before tlie end of the War the Government was alive 
to the necessity for examining our monetary and financial 
machinery with a view to preparing for post-War recon- 
struction. In igi6 a Committee under Lord Faringdon was 
appointed by the Board of Trade to look into the question of 
financial facffities for trade, with particular reference to the 
financing of large overseas contracts, and was authorised to 
prepare a detailed scheme for the provision of such facilities. 

After wide inquiry, this Committee came to the conclusion 
that, to a considerable extent, there were in existence in tliic; 
country both the machinery and facilities for the finance 
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alike of l:ome trade and of large overseas contracts. But it 
nevertliole.ss expressed the opinion that the existing arrange- 
ments v;ere faulty in that the various hanking facilities were 
not effectively co-ordinated, and it proposed, therefore, that 
a new institution should be formed for the special task of 
assisting the development of British industry and manu- 
factures — “ to make advances after careful examination for 
tlie extension of existing manufacturing plant, or perhaps for 
the amalgamation or co-ordination of certain works, so as to 
reduce the cost of production,” and to take " a leading part 
in the inception of transactions and assist in connection with 
the machinery of overseas business.” 

On the 2ist April, igij, these proposals were carried into 
effect by the incorporation by Royal Charter of the British 
Trade Coiporation, with an extremely mfluential Board 
of Directors under the Governorship of Lord Faringdon. 
Since its establishment the Corporation has essayed to 
encourage British trade directly by filling the role of an 
industrial bank similar to those in operation on the Continent 
and indirectly by establishing branches and business con- 
nections in foreign fields (such as the Levant and Southern 
Russia) where British banks were not formerly represented. 

Unfortunately, political instability, the ups and downs of 
trade and the subsequent world- wide depression have' 
seriously interfered with the business of the Corporation and 
(except in so far as its subsidiary, the Trade Indemnity 
Company, is concerned — see below) have prevented that 
progress which at one time had been hoped for. But it is 
to be anticipated that the return of more favourable con- 
ditions win enable the Corporation to carry out at least some 
part of its ambitious programme for the furtherance of our 
overseas trade and for tire development of our home industry. 

The Cunliffe Committee on the Currency and Foreign 
Exchanges, 1918. 

In 1918 the obvious necessity for a thorough and expert 
investigation of the problems which had arisen in connection 
with the currency and the foreign exchanges led to the 
appointment of the so-caUed Cunliffe Committee. The 


! 
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recommendations of this bod}^ have already been mentioned 
in Chapter II, and, as is tlicre stated, they formed the 
essentia! basis of the nation’s subsequent monetary polic3^ 

The Balfour Committee on Industry and Trade, 1924, 

Tlie next important step was tlie appointment b}^ I\Ir, 
Ramsay MacDonald, in 1924, of a Committee, consisting of 
well-known economists, bankers and business men, under 
the Chairmanship of Sir Arthur Balfour, charged with the 
task of investigating the conditions and prospects of British 
industr}' and commerce. 

This Committee performed a great deal of useful work in 
collecting an immense amount of data bearing on the indus- 
trial position, and the recommendations in its various reports 
not only formed tlie basis of a number of measures for the 
palliation of unemplojment, but also prepared the ground 
for further detailed investigation in certain directions. The 
exliaustivc nature of the inquirj' is indicated by the fact that 
the final Report of the Committee was not issued until 
Jtlarch, 1929, when a number of important recommendations 
were made dealing witli the necessity for economy in State 
expenditure, the need for rationalisation in industry, the 
desirabilit3f for stability and continuit}^ in the matter of 
tariff polic}’^, and the importance of relieving industry of the 
burden of taxation. In the interim, however, effect had 
already been given to some of its earlier recommendations. 

On tlie question with which we are specially concerned in 
this book— tlie provision of banking and financial facilities 
for trade and industry'— the final Report of the Balfour 
Committee stated that tlie requirements were, for the most 
part, being adequately met by our existing banking system. 
The Committee also expressed the opinion that, though 
the restoration of the gold standard was bound to involve 
some degree of transitory dislocation, it was unquestionably 
necessary and must prove ultimately beneficial. 

The MacMillan Comjiittee, 1929; 

In spite of the favourable nature of this Report, the 
Labour Government was apparently influenced by the 
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gathering weight of criticism of our banking and monetary 
policy,^ and in November, 1929, the Chancellor of the 
Exchequer announced the appointment of a Committee “ to 
inquire into banking, finance and credit, paying regard to 
the factors, both internal and international, which govern 
their operations; and to make recommendations primarily 
for the relief of industries, and calculated to enable these 
agencies to promote the development of trade and commerce 
and the emplo5mient of labour.” 

Practically ever}^ important interest in the country is 
represented on the Committee over wEich Mr. H. P. Mac- 
Millan was chosen to preside. Banking and finance are 
represented by Mr. R. H. Brand (of hazard Brothers), 
l\Ir. C. Lubbock (a former deputy-governor of the Bank of 
England), Mr. R. McKerma (Chairman of the Midland Bank) 
and Mr. A. A. G. TuUoch (Deputy-Chairman of the District 
Bank). Industry?- is represented by Mr. Lennox B. Lee 
(Chairman of the Calico Printers’ Association, Ltd., and 
President for 1929 of the Federation of British Industries) 
and b}'’ Mr. J. Frater Taylor (Chairman of W. Beardmore & 
Co., Ltd.), while commerce has Sir Walter Raine (Deputy- 
Chairman of the Association of British Chambers of Com-, 
merce). Trade Unionism is represented by Mr. Ernest 
Bevin (General Secretary of the Transport Workers’ Union), 
Consumers’ Co-operation by Sir Thomas Allen (of the 
Co-operative Wholesale Society), and the left wing of the 
Labour Party by Mr. J. T. W. Newbold, a former Communist 
and member of the Independent Labour Party. The well- 
knowm economists. Professor T. E. Gi'egorj’- and iMr. J. M. 
Keynes, will doubtless give the Committee much helpful 
support on the academic side, w'hile the Treasury view is 
entrusted to Lord Bradbury. 

^ Mr. Philip Snowden would seem to have negatived this suggestion in 
a pamphlet entitled “The Bank of England and Industr}^ (London 
General Press). The setting up of this Committee/' he says, " implies 
no reflection whatever upon the British banking and financial institutions. 
\\Tiatever improvement may be possible in their methods and constitution, 
the fact remains that these institutions are pre-eminent in the world for 
soundness and probity. British credit to-day is the best credit in the 
world, and the British market is the safest market for the investment 
of those who want a genuine investment and do not crave after speculative 
profits/* 
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With such a diversified representation the Committee may 
not find it easy to reach agreement, and, if for no other reason 
than this, its Report, which will be awaited with the greatest 
interest, is likety to be educative rather than constructive. 
In any event, an}^ suggestions which maj' sen^e to relieve the 
present financial and economic difficulties will be v'elcomed 
as much by bankers as b}' other members of tlie community. 

The Economic Advisory Council. 

Although the several committees set up since the \Var have 
undoubtedly rendered valuable service in their respective 
spheres, it has gradually come to be recognised that economic 
and monctar}" problems are now so intricate, and so rdtal 
in their effect on national welfare, that some permanent 
e.xpert organisation is required to adidse the Government on 
such matters. In 1928 the Liberal Party, in its Y'ellow 
Book,^ had proposed the establishment of an Economic 
General Staff as a permanent Government organisation to 
be charged with the continuous study of all economic 
questions affecting the national welfare, with the compilation 
and co-ordination of statistical and other information and 
with watching important economic tendencies both at home 
and abroad. Actuated by similar convictions, the Melchett- 
Tumer Conference ” between employers and employees had 
urged the formation of a National Industrial Council for 
dealing with economic matters of prime importance, and 
some steps in this direction have already been taken by Hie 
parties to the Conference. 

There is obruously much to be said for the institution of a 
permanent economic bod}’- which can keep in constant touch 
with the best brains in the countr}’, maintain close contact 
with all broad questions of financial and economic develop- 
ment, and, Avithout' interference by wha-tever Government 
may be in power, ensure continuity and stability in the 
nation’s economic policy. Germany — unfortunately for 
Britain, only too frequently to the fore — has for many years • 
had an Economic Council charged vdth some such duties. 

^ Britain's Industrial Future ** (Benn, 192S). 

- The so-called Industrial Peace Conference. 
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Its National Board for Efficiency ^ — an independent institu- 
tion representative of the largest business interests in 
Gennaiiy and qfjihe various scientific and technical associa- 
tions — co-ordinates the work of a number of other bodies, 
undertakes the publication of important findings and pro- 
paganda on such matters as rationalisation, and promotes 
the creation of machinerj^ to fill in gaps discovered by it in 
the national field of technical advice and research. Likewise 
the United States Department of Commerce has done a vast 
amount of important work in the direction of improving 
industrial organisation and technique. 

In our ovm countr}^ of course, much useful work has been 
done by the Board of Trade, the Department of Overseas 
Trade, the Committee of Civil Research, the Department of 
Scientific and Industrial Research, and other Departments of 
State. But the great defect in the system has been the lack 
of some co-ordinating body to take advantage of the informa- 
tion and activities of the various Departments and to advise 
the Cabinet broadlj" in matters of vital economic importance. 
The work of the Government is now so bound up with 
complex economic problems that it is impossible for politicians 
to have either the knowledge or the training necessary to 
deal with them effectively. And our Civil Service arrange- 
ments, with their system of watertight compartments dealing 
with closely related aspects of our economic life, make 
almost impossible the achievement of the breadth of outlook 
wffiich is essential to any general solution of our national 
difficulties. 

In the words of a recent writer, ” the onty Minister who can in 
any way be described at present as responsible to the Cabinet for 
measiues affecting the general efficiency of British industry and 
commerce is the President of the Board of Trade. But if this 
Cabinet Minister should attempt to take anything like a s3moptic 
view of the situation as- a whole he woffid find himself sadh' 
handicapped. The question of the relationships between capital 
and labour, and the whole complex of influences which they can 
bring to bear upon efficiency, rests with his colleague at the 
Llinistry of Labour. Should he wish to improve the standard of 
industrial administration of of salesmanship by better dispositions 
for the training of future general managers and salesmen, he could 
^ Reichskuratorium fur Wirtschaftlichkeit. 
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onl)^ take action through the medium of the Minister for Educa- 
tion. He cannot test tlie effectiveness of any factorj? legislation 
introduced except through the work of a division of the Home 
Office. Should he wish to consider the physical condition of 
those engaged in economic enterprises, and its bearing on pro- 
duction, he must turn to the Jlinistr}’ of Health. If it is materials 
and progress in technical research that he wishes to take into his 
purview, he must rely on a department reporting direct to the 
Privy Council. Finally, in all that vital sphere which is con- 
cerned with the inter-relations between finance and industry, 
his work must be referred to the Chancellor of the Exchequer, a 
Minister whose department is primarily concerned with securing 
economy, and whose accounts are drawn in a form w'hich places 
tl;e whole emphasis upon annual savings rather than upon the 
far-sighted exploitation of capital resources.” ^ 

Moreover, although there are throughout the countrj'- 
numberless public and private organisations %vhich are doing 
excellent w'ork in their respective spheres, as, for example, 
the Federation of British Industries, the Confederation 
of Employers’ Organisations, the Association of British 
Chambers of Commerce, the Trades Union Congress, and the 
National Institute of Industrial Psychology, there is no 
co-ordination of their activities sufficient to ensure that 
unity of purpose which a national effort demands. In view 
of these facts, it w'as not altogether surprising that steps 
should be taken to establish some central advisory organisa- 
tion in this country. 

In January, 1930, Mr. Ramsaj'- MacDonald announced the 
establishment of an Economic Advisorj'’ Council, consisting 
of the Chancellor of the Exchequer, the Lord Privy Seal, the 
President of the Board of Trade, and the IMinister of Agri- 
culture and Fisheries, together with several well-known 
economists, bankers, business men and a permanent staff of 
experts,^ under the chairmanship of the Prime Minister. 

^ The Meaning of Rationalisation/' by L. Unvick (Nisbet). 

2 Apart from the Government representatives, the Council as originally 
constituted included Mr, J. M, Kejmes, Mr. G. D. H. Cole and I\fr. R. H. 
Tawney, representing economic theory; Sir John Cadman, Chairman of 
the Anglo-Persian Oil Company, Sir Arthur Balfour, late Chairman 
of the Committee on Industry and Trade, Sir Josiah Stamp, Chairman of 
the L.M.S. Railway, and Sir Andrew Duncan, Chairman of the Central 
Electricity Board, representing various industrial interests; Mr. Ernest 
Debenham, Director of Lloyds Bank, and Sir Alfred Lewis, Director and 
Chief General Manager of the National Provincial Bank, as representatives 
of Banking (in addition to Sir Josiah Stamp and Sir Andrew Duncan, 
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The Council was formed as a standing body constituted to 
ad\u5e tlic Government on economic matters and to make a 
continuous study of developments in trade and industry. 
It will examine the use of national and imperial resources, 
advise on the effect of legislation and of fiscal policy, both at 
home and abroad, and report on all aspects of national, 
imperial and international economy which have any bearing 
on the prosperity of the country. 

It is as yet too early to express any opinion as to the 
results which are likely to follow the establishment of this 
Council, but there can be little doubt that the formation of 
some such organisation has been only too long delayed. We 
cannot but hope that the Economic Advisory Council, with 
its representation from the three great ^groups, bankers, 
industrialists and politicians — each of which has in turn been 
blamed for tlie present conditions of industrial gloom — ^will 
be able to reach agreement on some line of policy and 
co-operation which will promote the so eagerly awaited return 
of the nation's erstwhile prosperity. 

The problems with which the Council has to deal are of 
the most intricate 'kind. Banking and currency policy will 
undoubtedly account for a large part of its deliberations,, 
although detailed investigation of this aspect of the national 
difficulties will necessarily be left to the MacMillan Com- 
mittee. In other directions, however, the Council will find 
almost unlimited scope for its activities, for, although the 
various Ministries which have held office since the War 
have been responsible for a number of important measures 
designed to improve the general economic position, conditions 
have gone from bad to worse and the urgency for effective 
action is more pressing than ever. 

who are also Directors of the Bank of England) ; Mr. Ernest Bevin of the 
Transport and General Workers* Union, and Air. W. M. Citrine, Secretary 
of the General Council of the Trades Union Congress, representing Labour; 
and Sir William McLintock, the well-known Chartered Accountant, Sir 
Daniel Hall, Director of the John Innes Horticultural Institution, Sir 
William Hardy, Director of the Food Investigation Department of 
Scientific and Industrial Research, and Mr. W. R. Blair, Director of the 
Co-operative Wholesale Society, representing the special interests with 
wliich they are concerned. The Permanent Staff includes Air. H. V. 
Hodson, a member of the Stall of The Economist', Air. A. F. Hemming, 
formerly assistant secretary to the Committee of Civil Research; and 
Mr. C. G. Clark, of the School of Social Science, Liverpool University. 
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Measures of the Conser^^ative Ministries. 

Conservative i^Iinistries which held 
office after the Armistice were responsible for several far- 
reaching measures intended to ameliorate the nation’s 
difficulties, and without doubt their efforts paved the wav 
for the more spectacular efforts of the Labour Administration 
under Mr. Ramsay MacDonald. In particular, the Coalition 
Jhmstry was responsible for the Safeguarding of Industries 
scheme implemented in 1921 by the Safeguarding of Indus- 
tnes Act, ivhile the later Baldwin Ministries which took office 
in 1923 and 1924 (before and after the first Labour Govern- 
ment) were responsible for plans for encouraging emigration 
to the Dominions; for the vast Derating ScheL, whereby 
It was hoped to remove a sum of between ;f20,ooo,ooo and 
£30,000,000 per annum from the burden of overhead charges 

reilwav agriculture; for the remission of 

railua} passenger duty, so making available several millions 

and^'T^^U expenditure and increasing work on the raUways • 
and, finally, for the furtherance of schemes of labour trans- 
erence from depressed to active areas, and for the training 
of young labour in new and profitable trades. ^ 

The Safeguarding of Industry, 

In spite of the controversy with which the question is 
surrounded it seems likely that, of all the Conservative 
Goyemment measures, the one which has benefited indust^^ 
most IS that of Safeguarding-the name applied to tS 
.y em first implemented by the Conservative Government 
m 1921 wnereby certain home industries have been protected 
against forei^ competition by the imposition of duties on 

articles imported from abroad. uues on 

^ modified form of 
Protection and for that reason alone one would expect to 

• n 1 _m the forefront of Conservative plans to alleviate 

thtre^arl the political aspect, 

there are strong economic grounds for the protection of 

products are m^^stries whose 

products are of vital importance to the nation, especiaUy 
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ciuring^ tirncs of \v3,r, s^nd, (c) rs^tions^lising hoiiiG industriGs 
during the process of reconstruction/ The question of the 
protection of rationalising industries has clearly assumed a 
high degree of importance in view of the realisation, dis- 
cussed earlier in this book, that several British industries are 
far behind tJieir foreign competitors in lay-out, equipment 
and marketing technique. Hence, there is now a growing 
feeling that the re-organisation of our basic industries is 
made more difficult by the fact that the British market is not 
protected, in contradistinction to the position abroad, where 
national markets are more or less sheltered by tariff walls. 
It is realised that, during The process of rationalisation, an 
industrj^ is in a weak position from a competitive point of 
view, and that the temporary dislocation of production 
consequent on reconstruction must help foreign manu- 
facturers to gain a strong foothold in the markets previously 
the rationalising industry, thus accentuating the 
difficulties of re-organisation and retarding recovery. 

In support of this contention it is urged that, in Germany 
and the United States particularly, large-scale changes in 
industrial organisation and management have been made 
possible mainly by the fact that the home market has been 
practically guaranteed to the home producers. Hence, 
British industrialists feel that similar protection, even if it 
were only temporary, should be granted to them in order to 
make rationalisation possible. Such protection, it is urged, 
should be afforded, not by means of a general protective 
tariff, but by the application of the principle of safeguarding, 
whereby, if it could be shown that an industry was suffering 
from unfair competition from abroad, it would be safeguarded 
for a specified period, during which the changes necessarj^ 
to put it on an equal footing with foreign competition could ’ 
be met. ^ As Mr. Baldwin has said, in justifying the polic}^! ! 

\Vhen industry is in process of rationalisation, at that time 
it is very like a lobster \vithout its shell, and it needs safe- 
guarding while it is going through the metamorphosis. The ' 
men who are discharged during that process need to find ; 
industries in which they may be equally safeguarded." 

^ Coliseum, 5th February, 1930. 
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Recognition of these facts enabled the Coalition Ministry, 
in face of a strongly Free Trade electorate, to pass the Safe- 
guarding of Industries Act, 1921, which imposed, first, a duty 
of 33 ij per cent, for five 3'’ears on certain foreign-produced 
articles, the home manufacture of which was considered to 
be of vital necessity to this country; and which further 
provided that a similar duty would be put on imported goods 
dumped into the countr)- at prices below their cost of pro- 
duction in this country, or which, by reason of the deprecia- 
tion of the foreign currency concerned, were capable of being 
sold in this country at prices below those at which similar 
goods could be profitably made in the United Kingdom. 
The latter provisions, which operated mainly against goods 
imported from Germany, expired in August, 1924, and were 
not re-enacted by the Labour Government. 

The Chadw'ick Committee, 1925. 

Towards the end of 1925 the Baldwin Ministr}’’ appointed 
a Committee, under the chairmanship of Sir Burton Chad- 
wick, to inquire into the effect of the duties imposed under 
the first part of the Safeguarding of Industries Act. The 
Committee reported ^ that the safeguarded industries had 
sliowm consideralile advance in both the qualit}'' and variety 
of the goods produced ; that in certain of these industries the 
number employed had increased, and that the prices of the 
product had in many cases fallen. The Report stated that 
the safeguarding duties had permitted substantial progress 
to be made particularly in the foUouing industries : scientific 
glassware and porcelain, mathematical instalments, fine 
chemicals and magnetos. It was, therefore, recommended 
that the duties should be continued, and to this end pro- 
vision was made in the Budget of 1926 for their renewal for 
a further ten 3'ears. 

In his election address in 1924, Mr. Baldwin had said : 
“We are determined to safeguard the employment and 
standard of living of our people, in any efficient industrj^ in 
which they are imperilled by unfair foreign competition, by 
applying the principle of the Safeguarding of Industries Act 

^ Cmd. 2631. 
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or by analogous measures.” Following the issue of the 
Report of the Chadwick Committee, effect was given to this 
pledge in a ^idiite Paper setting out the new policy of' Safe- 
guarding. Here it was laid do^vn : 

I. That industries desirous of being safeguarded must 
prove to the Board of Trade that there is a prima facie case 
to put before a noii-political Committee established for the 
purpose of considering the application. 

_ 2. That in the event of such a Committee being set up the 
industry' applying for safeguarding must next satisfy’ the 
Lommittee that (a) it is of substantial importance (taking 
PP™® consideration the numbers employed therein) ; 
[h) it is suffering from abnormal competition resulting iii 
iore’gn goods being sold- here at prices below those at which 
tJie goods call be profitably produced in this country, such 
competition being due to depreciated currency, andlor 
pbsidies, andjor inferior conditions of labour in the compet- 
conducted efficiently in this countiy, 
and \d) the imposition of a duty would have no adverse effect 
upon employment in any other industry. 

Although some fifty applications were received by the 
Board of Trade, duties were imposed in eight cases only, -viz. 
lace, gas-mantles, gloves, cutlery, packing and wrapping 
paper, potteiy, buttons and enamelled hoUow-ware. 

The “ McKenna ” Duties. 

At this point mention must be made of the so-called 

McKenna duties.” These were imposed in 1915 on cine- 
matograph films, clocks and watches, motor-cars, motor- 
C3'cles and tricycles, including accessories other than t5Tes 
but excluding trade vehicles, and musical instruments. 
They w’ere intended primarily as a war-time measure to 
check the import of goods regarded mainly as luxuries, and ' 
to protect the foreign exchanges. They were continued by 
the Coalition Government and by the Conservative Govern- 
ment of 1923, since it was foimd that, although the duties > 
had not been imposed TOth the intention of safeguarding the ' 
industries concerned, they had had the effect of so stimulating 
emplo3mient that their retention appeared desirable. These 
duties were repealed by the MacDonald Ministry in 1924, 
but were reimposed by Mr. V/inston Chiurchill in 1925, ! 
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Effects of the Duties. 

anrtlirs^l"^ "T'" ^ McKenna duties 

and the Safeguarding duties have been ven^ successful In 

all cases einploj-nient in the industries con^er^ed S LiS 

‘ increase, wlulo in many cases prices have fallen 

The general eflects of tlie duties have been to enable British 

and'^flmv " fi" ‘^-P^°3-ont, to increase" hdr ou put 
Mr H K I n production. In this connection 

iimerce, Jias said . Ydiat we certainly do want is to Inv^^ 
full production over which to distribute our overhead costs 

nmtoftriSe at ihe 

iinri p \ *^ars are cheaper and better even' vear 

On the general effects of the duties tHo P.if„ /- 
mittee on Industi^' and Trade reported ’that ■ " T 

;s that a. a ve,,. ioSion-of tte 

1^3 S ““ "Ot » ta'asU' 

improved emplojmient in tte industries 


j.±z 3 i^Ai. V.UXTKOVERSr 

e.^r::;d'“?rtistdr s: 

5''^vsr;s 

and SS,‘ tteSlea ??“e °t ”7 
’ ^^ornins Post, 15.1.30. 
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adopt ?oine degree of Protection in the hope of effecting 
improvement in her trade position. 

Decision on this point is hedged with great difficulty, a 
fact only too clearly indicated by recent evidence of the 
measure of disagreement on the matter which exists in 
banking circles. On the morning of July 4th, 1930, a 
considerable stir was caused by the publication in the 
newspapers of a Manifesto on fiscal policy, bearing the 
signatures of some of our leading bankers, expressing dis- 
appoimment at the continued growth of tariff barriers 
throughout the world and urging the need for immediate 
measures to encourage and secure Empire trade, if necessary 
by the imposition of tariSs on foreign goods. 

A few daj's afterwards, the National Association of 
Merchants and Llanufacturers issued a Free Trade counter- 
blast to this Manifesto, signed by a number of equally 
prominent bankers and leading business men, pledging 
continued support for Free Trade and suggesting that the 
nation’s salvation lay, not in tariff experiments, but in less 
-governmental interference in social affairs and in a con- 
sequent reduction of the present burden of taxation. 

The first Manifesto, which had the support of such banking 
leaders as Mr. Reginald McKenna, Sir Harrj^ Goschen, ■ 
kir. Beaumont Pease, Mr. R. H. Tennant, Sir Guy Granet 
and Mr. F. C. Goodenough, occasioned widespread surprise 
because, only four years previously, practically the same 
group had issued a similar Manifesto supporting the general 
principles of Free Trade and urging the removal of tariff 
barriers throughout the world. 

The last sentence explains the change of front. The 
hopes of the bankers expressed a few years ago have not been 
realised, and thej^ have clearly reached the conclusion that 
Britain cannot fight single-handed for Free Trade against 
a world which is bent on self-sufficiency and exclusion.' 
Furthermore, as Mr. W. W. Paine has pointed out,^ Free 
Trade was undoubtedly beneficial to this country so long ■ 
as the three essentials of production — ^brains, labour and) 
capital ^vere allowed free play. But by the artificial 

^ Letter to The TimeSt i7*7*3o» ' 
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protection of labonr^' both by legislation and by trade union 
restrictions, we have increased the cost of labour about 
40-50 per cent, above that of our principal competitors, 
while we have at the same time added to industi3'’s burdens 
by imposing excessive taxation to cover our enormous 
expenditure on social services. In brief, the argmnent is 
that we have given such artificial protection to one of the 
factors of production that the protection of the product 
of industry has become inevitable. The question of the 
maintenance of Free Trade has assumed a new aspect now 
that it is a British policy to give a bounty on foreign imports 
by charging British goods vith unprecedented tolls for social 
services. " Owing to the vast burden of social charges, 
people in this country are no longer able really to purchase 
in the cheapest market, which is the fundamental advantage 
of theoretical Free Trade.” ^ 

But though it may be recognised that high, labour costs 
account for much of our present difficulty, it is not easy to 
see how Protection in itself will help to remedy the position. 
It may be that the imposition of tariffs on food-stuffs null 
result in a reduction in real wages and in the real burden of 
social services without interfering mth the nominal rates of 
wages or of benefits, and it is probable that this would be a 
less troublesome method of dealing with the matter than a 
direct attack on nominal wages. The prolonged industrial 
dispute in the Yorkshire woollen industry on the question 
of wage reduction is a clear indication of the difficulties of 
the latter course. Furthermore, the taxation of food-stuffs 
ma}^ be the means of increasing the national revenue and at 
the same time distributing more equitably the incidence of 
taxation. 

Another fact which must be faced is that the intimate 
association of the bankers responsible for the first Manifesto 
with the problem of industrial rationalisation has probably 
led them to realise how difficult it is for industry effective^ 
to re-organise in the face of unrestricted competition from 
overseas. On the other hand, there is no reason to suppose 
that the signatories to the Free Trade Manifesto could have 
^ The XiiHes, Bankers and Fiscal Policy/* 10. 10.1930. 
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overiooked this important factor. The probability is that, 
while tiie}- iiave fully realised the difficulties and hardships 
whicii tile present period pf transition must impose on our 
industry and our workpeople, they consider that the easy 
path of Protection is unlikely to provide a lasting solution, 
or replace the less attractive alternative of “ the tightening 
of the belt, the strong pull on the rope and the hard con- 
strucUve organising of work ” 1 demanded by our present 
position. 

This conflict of opinion among members of the same 
hjfahh'' important economic group has, however, serxmd one 
purpose. It has demonstrated beyond question that the 
problem is one of the utmost complexity deserving urgent 
and radical investigation in all its aspects by the Economic 
Advisory Council. Whatever the ultimate decision on the 
matter, the Government especially cannot fail to take 
cognisance of the change which has come over such an 
important group in the City, particularly as the Manifesto 
has been followed by equally strong demands for a revision 
of our tariff pohey from the representatives of the Empire 
overseas gathered in October, 1930, at the London Imperial 
Conference, and also from representative domestic organisa- 
tions, such as the Federation of British Industries,^ the 
Association of British Chambers of Commerce ^ and the 
National Industrial Council, formed by Sir Wilham Morris 
and his associates. 

^ IZconomist, 4.10,30. 

u October, 1930. it was announced that a referendum to industrialists 
by the Federation had revealed that 95*5 cent, of its members were 
III favour of tarifi restrictions on foreign goods. 

^ In its report on unemployment and its causes, with suggested remedies, 
submitted to the Government in 1930, the Executive Council of the 
Association stated that many Chambers urged the necessity for an exten- 
sion of effective safeguarding to make the home market secure; that it 
was believed that the retention of the home market would enable our ' 
manufacturers to work more nearly to full capacity, and that this would 
^ decrease costs of production that the ability to compete for export 
industnes would be greatly increased. 

The Council recognised that there is force in the argument that world i 
trade Avould be greater if there were freedom from tarifi interference, but 
they realised that this had proved an ideal impossible of present accom- 
plishment. Hence they believed that in existing circumstances, when 
almost all nations have high protective duties, and when Great Britain i 
IS the only large free market in the world, safeguarding is essential, ‘ 
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GoVERNJrENT EFFORTS TO IMPROVE OUR TRiVDE POSITION. 

the Ministries which have held office in this 
country since the Armistice have found it impossible to 
institute any radical departure from the essential basis of 
Free Trade, they have nevertheless done excellent work in an 
endeavour to foster the countrj^'s overseas trade; as, for 
example, by implementing various export credit schemes, 
by endeavouring to strengthen the commercial diplomatic 
servnee, and b}^ despatching economic missions to various 
overseas countries. 

In regard to the latter, Mr. J. H. Thomas, in his notable 
Manchester speech, alread}'’ referred to, said that Diplomatic 
Commissions with the prime object of opening up new 
markets and strengthening the existing outlets for British 
products had been sent to certain countries,^ whilst others 
were in process of arrangement.^ He said that the Govern- 
ment intended to re%’ive commercial diplomatic posts in 
Colombia, Persia, Switzerland, Brazil and the Argentine, to 
create new posts in Finland and to strengthen existing 
commercial diplomatic representation in Egj’pt, China, 
Canada, South Africa, East Africa and the West Indies. 

The Department of Overseas Trade has also done valuable 
work, particularly in the compilation of reliable reports on 
the state of trade in various overseas countries. To this 
fact, the Balfour Committee, after examination of a great 
number of witnesses from practically every important 
branch of trade, testified in its Final Report as follows : 
" On the evidence before us we have come to the conclusion 
that the work performed by the Department of Overseas 
Trade has a great and recognised value to British trade and 
industr}^ and we note with interest that the chief competing 
foreign countries are devoting much money and energj'’ to 
building up^ corresponding organisations on the same model 
in order to foster, Aheir export trade.” The Committee 
expressed itself strongly opposed to any steps which were 

t 

^ Notably the Commission magnificently led by Lord D'Aberaon to 
South Amenca. 

“ In September, 1930, an important Economic Mission left for the Far 
Last, to mvestigatc the possibilities of increasing British trade in China 
and Japan. 
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Jilccly to impair or curtail the usefulness of the Department’s 
■ activities. On the contrary, it made no secret of its desire 
to see the sendees— especially in regard to the dissemination 
, of commercial intelhgence — ^further developed and much 
more -vvidcly utilised by comrnercial and industrial firms in 
this country.! 


Export Credits Insurance. 

More tangible results have arisen from the various export 
credit schemes implemented by the Government since 1918. 
One result of the collapse of credit and the failure of con- 
fidence which followed the Great War was to place serious 
obstacles in the way of the resumption of trade with many 
countries, mainly because neither merchants nor bankers 
were prepared to face the extraordinary credit risks involved. 
It became apparent that the position was likely to be 
especialty grave in the case of our own country, so essentially 
dependent on a large stream of exports, and it was recognised 
that the revival of British overseas trade in several directions 
was possible only if the efforts of private traders were 
reinforced by State action. 

Exhaustive inquiry among trading interests on this side 
revealed the fact that there was a considerable amount of 
business offering which exporters were unable to undertake 
because {a) they were unwilhng to shoulder the exceptional 
risks involved, as in the case of a country where internal 
economic conditions were disturbed or uncertain; or (l>) 
they were unable to finance the business owing to their 
mability to discount the relative bills with a bank; or 
(c) they were both unwilling to face the risk and unable to 
obtain the necessary financial accommodation. The first 
of these difficulties could, of course, be covered by credit 
insurance, but this method is not even yet "widely known or 
applied, and, in some cases, the premiums are higher than 

^ For the modest subscription of 60s. per annum a trader can receive 
published by the Department during the year. Some forty 
publications are issued on the average during this period. In the first 
few weeks of 1 930, the business community was in this %vay offered access 
to up-to-date and authoritative accounts of the relevant factors affecting 
current commercial developments in regions so wide apart as Argentina, 
Hungar}^, East Africa, Brazil, the Union of South Africa and Poland. 
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exporters are prepared to pay. Furthermorej there is much 
business lying in a kind of " no-man’s land between what a 
commercial company would insure and the xisk that is 
uninsurable.” 

In view of these facts, the Department of Overseas Trade 
soon after the Annistice sought to formulate a scheme which 
would relieve exporters of at least part of the risks, and, at 
the same time, enable them to get their bills discounted by 
the banks at a reasonable rate. 


Government Export Credits Schemes. 

The first step was the passing of the Overseas Trade 
(Credit and Insurance) Act, 1920, by which the Department 
of Overseas Trade was authorised to make advances to 
traders Up to a total of /26 million in respect of exports to 
certain countries of Central Europe. For various reasons 
the scheme proved a failure, and such heavy losses were 
sustained by the Government that in 1921 it was closed down 
and replaced by a scheme of credit guarantees. Under this 
plan, which was intended to be self-supporting, the Govern- 
ment undertook to guarantee by its indorsement bills of 
exchange drawn by British exporters against shipments to 
certain countries, up to a specified percentage of their value, 
with the object of enabhng the exporters concerned to 
discount the bills with their bankers and thus turn over their 
capital without undue delay. 

^ This second scheme proved httle more successful than 
its predecessor, and the Government was again involved 
in a slight loss. Accordingly, the whole arrangements were 
reviewed by a Committee set up in 1925 by the Department 
of Overseas Trade, and, as a result, the present •' Export 
Credits Scheme was formulated. This scheme has four 
essential features : 


(i) In retuni for a premium paid by the exporter, the 
Export Credits Guarantee Department is authorised, 
until 31st Marcli, 1935,1 to guarantee, on behalf of the 


^ Under the original scheme the date 
but this was extended to 31st March 

1930* 


was fixed as Sth September, 1931, 
1935. by the Overseas Trade Act, 
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Go^•err]raent, up to 75 per cent, of the face value of 
accepted sterling bills of exchange dravTi in connection 
v.-ith the export of British goods, the guarantees to 
remain in force until not later than 31st March, 1940. 

(2) The guarantees apply only to goods which are 
v.'holly or partly produced in the United Kingdom, since 
the main object of the scheme is to foster emplojunent 
in this countrJ^ 

(3) The guarantees are unconditional and cover all 
risks, while payment up to the limit stipulated is made 
immediately on the default of the foreign importer. 

(4) Guarantees may be given in respect of all the 
markets of the world except Russia, and, so far as 
textiles are concerned, except India and the Far East. 

Discussion between the Department, banks and trade 
interests resulted, in November, 1928, in the introduction of 
a floating contract (Imovm as. Contract B), the essentials of 
which are that the Department agrees \rith the exporter a 
schedule of names of foreign importers whom the exporter 
and the Department beheve to be reasonably sound, and the 
amounts which shall be outstanding against those importers 
at any one time during a period not exceeding six months. 
The exporter is then covered for aU goods shipped to these 
purchasers during the six months, and unnecessary formali- 
ties are eliminated. At the beginning of the buying season, 
the exporter may cover the whole of his dehveries for many 
months ahead in the certainty that, to the extent of the 
Department Guarantee, he is protected against the risk of 
loss through bad debts. At the same time he is afforded 
facilities for obtaining advances from his bankers, and knows 
with certainty that the advances can be liquidated at their 
due dates. 

Since the premiums charged are fixed on an economic 
basis, the latest scheme has proved far more successful than 
its predecessors, and an important service has thus been 
placed at the disposal of the exporting community.^ From 

^ Figures issued by the Treasury in May, 1930, showed that the guaran- 
tees given under the Trade Facilities Act up to the completion of the 
scheme on March 31st, 1927, totalled and the net losses ' 

totalled approximately 3^680,000 ; at the same time, it was further revealed , 
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lime to time, representatives ol the Export Credits Depart- 
ment ^^sit all the important trading centres in the country 
with the object of meeting exporters and bank managers and 
of explaining to them how the facilities may be utilised. 

In 192S the Estimates Committee of the House of Com- 
mons reported that, after a searching investigation, they had 
decided that the facilities offered by the Department were of 
great practical advantage to c.xporters, and the}'’ recom- 
mended that an expert investigation should be conducted 
into the administration of the scheme. The inquii^' was 
undertaken by a committee consisting of Sir Otto Niemcycr 
(Chairman), Colonel Sidney Peel and Sir Willian Plender. 
In their Report, issued in December, 1929, they recommended 
that the scheme should bo extended for a further period 
of three years from September, 1931; that commercial 
accounts should be issued for the period from ist July, 1926, 
to 31st March, 192S, and yearly thereafter (already given 
effect to), and that an executive committee should be 
appointed with powers analogous to those of a board of 
directors. 


Credit Insuraxce by Private Orgaxisatioxs. 

^ The facilities thus provided by the Department of Overseas 
Trade have for some years been afforded by private organisa- 
tions known as Credit Insurance Companies and formed under 
influential auspices, in particular the Trade Indemnity Co. 
(affiliated to the British Trade Corporation) and the General 
Trading and Finance Co., Ltd. These are open to give 
undertakings, in the nature of guarantees, whereby they 
hold themselves indefinitely responsible, in return for a 
premium, for any loss up to a specified limit which .-bankers 


that the loans repaid during the eight years ended 31st March, 1020. 
amounted to .^^5, 2 78,535, and during the year ended 31st March, 10^0 
1°&3^5.049. which aggregated ,^7.6.13.584. Thus the outstanding 
Exchequer habiiity under the guarantee ^vas /6j,6io,iS^. From Tulv 
1926, up to the end of March, T930, the Export Credits Guarantee Depart- 
ment had entered mto contracts guaranteeing the pajunent of Bills of 
amount of 12,763.638, on which its maximum 
liability was /S 062.643. Losses written off to that date amounted to 
£5*553. in addition to which there was outstanding a sum of 
representing the difTcrence between payments under guarantees and 
recoveries from defaulters. 
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or traders might sustain in connection Math the export of 
goods. 

Ihc insurance is effected under a tripartite contract be- 
twe, (lie company, the bank concerned and the trader. The 
fatter is required to take out a Bill of Exchange Credit 
Policy, on the strength of which the company provides the 
banker with what is Icnown as a Banker’s Bond, constituting 
an undertaking bq the company to indemnify the bank up to 
an agreed limit, and within three months from the date of the 
default by the foreign importer, in respect of the amount of 
any bill dishonoured, together with the bank’s charges and 
loss of inf erest, if any. 

The facilities mentioned- were offered by these companies 
before the Government entered the export credits field, 
and, though they have doubtless received much additional 
publicity through the inauguration of the Government 
scheme, there is much to be said for the view taken by the 
companies that the business of trade credits is one which 
demands t erj high business ability and long experience, and 
that it is much more suited for private enteiprise than for 
Go\ emment control. In support of this contention, Mr. 
C.-E. Heath,i Chairman of the Trade Indemnity Company] 
has pointed out that, although the business of his company 
during 1929 was four times as much as that conducted by the 
Government, yet the former had been conducted at a profit, 
whereas the Government scheme had cost the Treasury 
£70,000 in 1928 and ;£9o,ooo in 1929, or, since the scheme 
started, tvell over a million sterhng. As the Government 
scherne was originally inaugurated as an experiment, it 
certainly does not appear desirable that it should continue 
to be the subject of a State subsidy, and it would seem 
reasonable that the Government should gradually bring to a 
close a form of business which is being done more cheaply and 
quite as effectively by private enterprise. 

^ Although in Europe there are now five Governments which 
aim at developing the export trade by granting assistance 
for the appheation of credit insurance, the British Govern- 
ment alone Avorks independently and in competition vfith 
At the Company s Annual General Meeting, 11.3.30. 
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private interests, and, as has been pointed out by Mr. FI. S 
Spain,i this competition is unfair alike to the taxpayer who 
has to bear the brunt of Hie loss incurred and to the private 
credit insurance companies. Economical!}', there is everv- 
thmg to be said for Mr. Spain’s suggestion that the Govern- 
ment should confine itself to the insurance of the so-called 
catastrophic risks of trade v'hich the private companies 
cannot be expected to bear— those arising from war, revolu- 
tion, earthquake and other natural calamities, and from '^tate 
actmn which interferes vith the debtor’s capacity to meet his 
obligations. _ If the private companies were relieved of such 
risks, it is likel}' that their operations could be beneficially 
extended and that the premiums charged by them could 
be materially reduced. 


The Overseas Trade Development Council. 

The most recent contribution of the Government' to the 
cause of rewfing the e.xport trade was the creation 
(announced in April, 1930) of the Overseas Trade Develop- 
ment Louncxl to function under the auspices of the Depart- 
ment of Overseas Trade, which was set up in 1917, under 
the lomt control of the Foreign Oifice and the Board of 
trade to encourage the promotion and development of the 
nation s overseas trade. 

The new organisation, under the Chairmanship of the 
Secretary of the Department of Overseas Trade, comprises 
members of the Civil Service and weU-kno%vn representatives 
of commerce-Sir GHbert Vyle, Mr. Hugh Lew^s Mr L W 
Matters and Mr. D. A. Homer. In addition, thfconndi 
TOll have a panel of leading business men available for 
consultation, more especially when particular trades, indus- 
tries or markets are being considered. So far this panel 
includes, among others. Sir Arthur Balfour, Sir Ernest 
Jardme, Sir W. T. Larke_ and Mr. Kenneth Lee. The 
ouncil IS mtenc^d to work in close co-operation vdth those 
members of the Government responsible for dealing with the 

Con/erence^^Beriin, Insurance " at the International Credit 
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question rf unemployment, and there is good reason to hope 
that its cstal:i]ishment \vill lead to some really sound con- 
stnicth-e policy in. the furtherance of the nation’s export 
trade. 

Speaking of this development in April, 1930,1 Mr. G. M. 
Gillet, the Overseas Trade Minister, dealt exhaustively with 
the degree to which the British export trade had fallen off in 
recent years,^ and, in discussing the possibility of improving 
it, particularly wth the Empire, he stressed the appreciable 
fall in British exports to many important countries in 1928 
as compared wdth 1913, in particular to Brazil, Austraha and 
the Argentine. Referring to the appointment of the Over- 
seas Trade Development Council, Mr. Gillet stated that he 
wanted, working vith him, day in and day out, a small and 
special staff who would help him in investigating the export 
trade position as a whole, as well as by markets and by 
trades. The Council would .examine intricate problems of 
export trade, study present and potential markets, con- 

^ Annual ^Meeting of the Association of British Chambers of Commerce 
10,4.30. ' 

= In the course of his remarks, Mr. Gillet calculated, at the prices ruling 
during 1924, our exports of goods wholly or mainly manufactured in 1913 
v.'ould be /78S million; in 1924. ^619 million and in 1929, ^^676 million. 
On tliat computation we were in 1929 over £100 million behind 1913. 

During the year 1929 there were twelve countries in the world each 
taking over £110 million of United Kingdom exports. Of these twelve, 
six were Empire countries, and together they imported over £iz^y million 
of our exports, as against £iS$ million taken by the six foreign countries. 

In 1929 the decline in our trade to the Empire, as compared with 192S, 
was due to the fact that India took nearly £6 million less. On the other 
hand, we exported £x million more to the Dominions and £1^ million 
more to the Colonies. 

As to competition in Empire markets, Mr. Gillet said that, although 
Canadian total imports had increased by over £100 million from 1913 to 
1927, the United Kingdom had secured only some £xi million of this, 
as against 1^55 million secured by the United States of America. Similarly, 
Australia had increased her trade by £S 6 million, of which the United 
Kingdom had secured some /jzj million as against /31 million vrhich 
went to the United States. 

In India, the United Kingdom and the United States each had secured 
approximately £xz million of the £ 6 g million increase. But in 1913 India 
took ;fS3 million from the United Kingdom and only £‘^ million from the 
United States of America. 

In the case of New Zeal^d, her imports had more than doubled, and of 
this increase the United Kingdom supplied some £^ million and the United 
States £6 million. But here, again, in 1913 the United Kingdom and the 
United States of America figures were £x‘^ million and £‘Z million respect- 
ively. In South Africa the increase of imports amounted to some /31 
million; the United Kingdom securing some £g million and the United’ 
States of America £8 million. 



2iS BANKS AND THE FINANCE OF INDUSTRY 

stantly review the volume and trend of trade, investigate the 
reasons for decline in exports (both as a whole and by trade 
and markets), and ascertain possible remedies with the object 
of bringing about a profitable expansion of British trade. 


The Burden of Taxation. 

A highly important jiroblem which has engaged the 
attention of the Govemnient for some time past, and which 
is likely to be investigated by the Economic Advisory 
Council, IS that of the effect on the economic life of the nation 
of the present crushing burden of taxation. As long ago as 
191S, the Coluyn Committee was appointed to consider the 
question, and its Report, 1 though inconclusive on some of 

the-mam issues, threw much light on certain vital aspects of 
the matter. ^ 

Since the appearance of this Report, Government erependi- 
ture has continuously increased, and the additions made to 
both ocal and national ta.xes have led to a growing feeling 
that tlie nation s sa\nngs are being curtailed and her resources 
depicted by the steadily rising exactions for State purposes. 
The additions to direct taxation made by Mr. Philin 
Snowden’s 1930 Budget were as fuel to the already raging 
fire of the controversy. Unfortunately, however, political 
aspects so much intrude into the question that it is difficult 
to formulate a true economic conception of the position. 

_ Opponents of the Government naturally regard the new 
impositions as the fruit of Socialist determination to make 
capital foot the bill ” for social improvement and develop- 
xnent and contend that its result is merely to suppbrt the 
thnftless and irresponsible at the cost of the tluiftv to 
concentrate ^the tax burden on the few to the relief of the 
many ; to exploit the few in order to provide for the many 
more doles and other amenities comprised in the all-embrac- 
ing, but not always accurate, term “ social sendees ” • to 
encourage financial in-esponsibihty in the masses of electors 
and, therefore that it is economically harmful because it is 
ultimately self-destructive. 

But outside the political camps there is a highly influential 
^ Cmd. 2800. 
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body of c pinion, including most of our leading industrialists, 
our foif most bankers and several eminent economists, which 
view:- with srrave concern the effects on industrial growth of 
the rising tide of taxation. Of particular interest in view 
of its source is the plea for steady and dispassionate thinking 
on this problem made by Mr. W. A. Appleton. ^ Expressing 
the opinion " that in every department of State which can 
camouflage its ambitions by the term ‘ social service,’ 
spending appears to be a virtue to be encouraged,” Mr. 
Appleton continues “ Each day’s experience demonstrates 
the accuracy of the conclusion that taxation, such as is 
imposed on Great Britain, reacts to the prejudice of industry 
and employment, while the increased taxation adumbrated 
in various pohtical proposals must force existing strains to 
breaking point. Unpleasant^ as the wmrd economy is, it 
must be practised if financial catastrophe and deplorable 
destitution are to be avoided. . . . Taxation has its recog- 
nised uses, and amongst these may be wisely administered 
redistributions of wealth. When taxation extinguishes 
capital, limits industrial production, disheartens enterprise, 
and exploits credit to the point of collapse, it is time, particu- 
larly in the interests of the industrial piroducer, to call a halt, 
and to make the caU with the peremptoriness of the drill 
sergeant.” 

It is, of course, common ground among tax theorists that 
the funds required b3'^ the State should be taken as far as 
possible in ways that interfere to the least possible extent 
with the productive use of wealth; that taxes should fall 
not upon capital, savings and productive enterprise, but as 
far as possible on income. The increase of the income tax 
and of the estate duties is regarded as markedly detrimental 
not only to industry, but also to the community at large : 
to industry because it tends to discomage investment in 
industrial undertakings, and because the taxation of profits 
allocated by companies to their reserves involves making a 
direct inroad into capitabput aside for future development ; 
to the community because the constantly increasing inroads 

^ Secretary to the General Federation of Trades Unions, and British 
correspondent to the International Federation of Trades Unions. In^ 
Lloyds Bank Monthly Review, Augnst, 1930. 
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into capital discourage savings, and create a still larger class 
of idle poor becanse^ they prevent that accumulation of 
capital which alone will provide further employment. 


Taxation and National Savings. 

On the question of the curtailment of national savings. Sir 
Hany Goschen i has made some illuminating comments 
He has nghtly pointed out that we in this counti^^ appear 
to be inclined to dissipate our potential capital in unprofit- 
able directions, and that a continuance of this policy can only 
rpult in encroachment on our national wealth. He empha- 
sises, too, the oft-forgotten fact that spending and savinV 
are complementary, and that, unless Government expendi- 
time IS curtailed, our national savings are unlikely to prove 
adequate for the continually increasing demands of industii' 
Ihe banks as we have seen, explain their inability to 
grant further financial assistance to industry by the fact that 
^ey have already advanced to the limit of their resources, 
t hese resources consist mainly of customers’ deposits, aud 
the extent of customers’ deposits depends verjUargely on the 
comrnmitys capacity to save. Hence, if national sa\dngs 
^e bemg exiiausted by excessive taxation, the ability of the 
banks to increase their credit facilities is likewise beine 

restnr.tpri o 


Whilst there is evidence that our national savings are still 
of a Mgh magnitude,^ there is also ground for the contention 
that the countr};- is not saving nearly enough to meet the vast 

I Prowncial Bank Annual General Meetinjr Tanuarv- io,n 

“ Such cstiiuates as were possible before +he wJl 

manufacture, including mining It wmilS persons engaged m 
sna°r“ a*^ ^ 

issuedTy° aeTndustel 
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commihnents of the Central Government. Figures in 
support of this contention have been supplied by the well- 
knovn authority, Sir Robert Kindersley,i who has made 
two illuminating comments thereon ; first, that if the 
countr}- sa^^ed more, unemplo3unent would be lessened 
because the savings could be used for productive purposes 
and for the creation of earning assets, in connection with 
which labour would be employed; secondly, that the 
reduction in the nation’s savings since the War had caused 
Britain to lose her old predominance as the world’s leading 
financier in favour of the United States, which was now 
eo.sily the biggest lender abroad. Naturally this fact means 
that the United States is maldng far greater headway than 
we are in foreign markets, and particularly in Central and 
South America, because the country which lends the most 
tends to get the higher proportion of orders from the bor- 
rower. The flow of our capital overseas is tdtally connected 
with emploj’ment and prosperity in our cliief exporting 
industries. It is well known that since the Great War our 
investments overseas have been below their pre-War level, 
whereas those of the United States have increased by leaps 
and bounds. To the extent that foreign lending by any 
country must assist the general economic recoveiy of the 
world and so serve to stimulate our own trade and manu- 
factures, the position implied by America’s financial leader- 
ship is not to be deplored. The real danger hes in the fact 
that the foreign capital may be, and tvithout doubt actually 
is being, used to supplant our interest in foreign under- 
takings which have been built up and developed by our 
enterprise and resources, and on which we have relied for the 
purchase of a large part of our products. 

Industry and the Burden of Taxation. 

The foregoing views are confirmed by both the majority 
and minority Reports of the Colw5m Committee and, though 
the Reports make clear the opinion of the Committee that 
the extent of the effect of taxation on national savings 

speech on the National Savings Movement at the Mansion House 
8, -5.28. t ‘ ' 
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depends on llie wa}? in wliich tlic money is spent, they 
express the conclusion that the inroads made by taxation 
into savings tend to handicap speculation and pioneer 
enterprise, and to increase the resources seeking investment 
in safe securities. 


The problem as to hov far heav}'' ta.vation in this countr}" 
is restricting industrial enterprise is, witliout doubt, one 
which calls for urgent attention. Periods of depression, 
more than any other times in a nation’s history, call for 
e^''ery encouragement of initiath-e and courage. " Never 
has it been more necessary to tempt the venturesome man 
to embark upon extensions of coasting enterprises and upon 
new trades. Yet heavy income-tax and sur-tax deter him ; 
he says the game is not worth the candle. ' If I win, the 
State takes nearly half by life and death taxation ; if I lose 
and ruin my healtli, the State will not replace any part of my 
loss. Not good enough.’ 


“ But it goes further than that. The opening up of fre.sh 
trades, markets, processes, discoveries and inventions of a 
speculative nature are discouraged bj' the high income-tax 
and sur-tax. Not only do the capitalist and the working 
man suffer. Humanity itself suffers. Ci\'ilisation benefits 
by inventions, discoveries and new industries, and the lure 
towards them is high profits. To remove that lure renders 
an ill-service to humanity. It removes the incentive which 
brings about an advance towards better conditions of life, 
conditions rendered possible by the discoveries, inventions, 
and new services that the lure of profit has stimulated.” ^ 
Discussing the matter recentty and comparing figures of 
the weight of taxation in certain leading countries, the 
Wcstmi7isier Bank Review - suggested that " there are four 
disquieting factors in the present tax situation in this country-, 
■viz. (i) that the burden of taxation is significantly heavier 
in Great Britain than in the case of her most dangerous trade 
competitors; ( 2 ) that the largest individual item in the 
annual bill of costs is the sendee of a War-swollen National 


Debt, which is a much greater charge on the resources of this 

» ■' Income-Tax and Costs of Production,” by A. M. Samuel, M.P. [Times 
1 raae and Engineering Supplcntent)^ 20.9.30. 

" " Taxation in Great Britain and Abroad,'* August, 1930. 
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than of other countries, mainly because the expedients 
adopted m certain States for easing the effective burden have 
not been permissible in Great Britain's case; (3) that the 
real Aveight of the Debt has been increasing rather than 
decreasing of late years ; and (4) that a very large share of 
the total annual' tax revenue is contributed by a minority of 
the income-recehdng population of the country.” 

The Review comments : The cumulative effect of these 
conditions is, necessarily, the imposition of a grave handicap 
on British trade and industry in an epoch of fierce inter- 
national competition. . , . Yet at no time has it been more 
desirable to offer high inducement to enterprise in British 
industr}^ Further, it is from the upper levels of a nian’s 
income that his, savings are made. The present system of 
taxation is drawing heavily on the reservoir of savings from 
which new industrial capital must eventually be derived. To 
this extent it is true to say that the State is living to-da}^ in a 
significant degree, on its capital.” 

The position as it is viewed by business leaders was recently 
thus described by Lord Melchett : ^ 

” If you wish to restore the agricultural and industrial condition 
of this country to a real state of prosperity, one of the first 
necessities must be reduction of the burden of direct taxation. 
. . . When out of every pound you put by in your reserve fund 
from your profits year by year for the building up of your business, 
4s. 6 d, is taken by the State — often for by no means so useful a 
purpose — ^how can anyone say that taxation does not impair Ihe 
strength of industr^^ ? 

“ After all, there is only one amount of profit to be divided, 
especially in concerns of a growing character which from time to 
time have to raise fresh capital to extend their business. If the 
shareholder demands a higher return on his capital, you have to 
w^eaken the reserve. A low dividend renders the obtaining of 
capital more difficult and more expensive. A weaker reserve 
renders the future fighting force and development of your industry 
in comparison with the industries of other countries of the world 
very much less. 

■ “ Nor is it really true to say that the imposition of high taxation 
on the individual does not affect the prosperity of the industry. 
It is an old and trite saying, but no less true, that money fructifies 
better in the pockets of the citizens than in the hands of the 

^ 29.4.30, as Chairman of the Annual General Meeting of Imperial 
Chemical Industries, Ltd. 
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Treasur3^ Quite apart from the moral and psychological effect 
of a continuously depressing nature on those who work and labour 
day by day at the big and heav}^ responsibility of industry, to see 
the reward of their work in the shape of salary or commission 
continually curtailed, you can also cause by taxation a dissipation 
of wealth which may have a vei^^ far-reaching and disastrous 
effect on the industrial community.” 

Possibly the arguments against the burden of taxation 
have never been more convincingly stated than they were in 
a letter to The Thnes ^ by a Lancashire manufacturer, in the 
course of which lie states : 

” I am not a politician or a financier. I have been at the 
producing end all my life and am now head of what would be called 
a progressive manufacturing concern. It is a private limited 
company, owned practically by myself and m}^ family. We have 
had almost no unemployment ; on the contrary, our workpeople 
have increased in numbers every year. . . . 

” Wien the recent Budget was explained I asked my account- 
ants to prepare for me a statement how it ivould affect us, and 
this shows that, whereas before the Budget I had to look forward 
to an estate duty of ^^196,000, under tlie new conditions on the 
same estate that tax will now be ^^56,000 more, or £252,000. But 
that is not all. They point out that, if our business continues its 
present progress for the next five 3^cars and makes an additional 
average annual profit of £30,000, my estate would at the end of 
that time and on the same basis of valuation be involved in 
additional estate duty of £148,000, even though the total increased 
profit, after income-tax, had only left me £116,500. Which 
means tliat, by forging ahead, adding new plant, and giving large 
additional employment, my estate would in the event of m}^ death 
at the end of five years be the poorer b}’' £3Xi75o, apart from tlie 
sums I should have to pay in sur-tax. It will take a very heroic 
spirit to continue pioneering under tlicse conditions ! 

” Is there not a great fallacy at the back of it all ? . . . All the 
surplus capital I ever made has gone into the development of 
my business. I have no money elsewhere. Yet I have to look 
foTAvard to my estate paying out some £200,000 to £400,000 in 
cash to the Government in the not remote future. Where can 
this come from but out of the working sinews of the business ? 
It means that, instead of my allowing things to go ahead as tliey 
have done, I must now ' reverse ’ and withdraw from the business 
much more than the estate duty, as sur-tax has also to be paid on 
the amounts withdrawn" to meet the tax-collector. 

” Is there not here a ke}^ that may explain much of our lihem- 
plo3rment ? My own case I know is typical of many concerns in 
1 29th April, 1930. 
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Lancashire and elsewhere where new equipment and new enter- 
prise are made impossible because of the estate duties. Either 
the reserves have to be raided for that purpose and the business 
left impoverished, or, where there are no reserves, the family 
have to sell to the public and thus change the whole character 
and personal stimulus that had made the business. Statesmen 
and the public alike ought to realise that industry cannot develop 
apart from capital, and that, unless there are great reserves of 
capital available for rapid-changing world demands, development 
stops' and unemplo3niient begins. It is new ideas with capital 
behind them that can alone create conditions that will attract 
labour. If a business is drained clean of its reserves it simply 
stands still or goes to the wall. 

" The present Budget estimates collecting over £80,000,000 
this year from estate duties alone. What proportion of this and 
of the vast millions that have been collected under the same head 
in the past represents money taken from business reserves and 
active business channels it is difficult to compute. But it must 
be evident that many, “"many millions of that money would other- 
wise to-day be active in industry and employing many thousands 
of people. Instead it has been divorced from its source, where it 
w^as active and creative, and diverted to purposes that have no 
creative or productive side, with consequent stagnation, unem- 
ployment and doles. Is it not really a blind and vicious circle — 
to drag vast sums of money from their natural places of use and 
emplo3mient, making people idle, and then needing more and more 
to give them because they are idle ? 

Investigation by the Federation of British Industries. 

In its Annual Survey of the trade position, issued early in 
1930, the Federation of British Industries reported that it 
had had the matter of the effect of taxation on industry 
specially investigated. 

The investigation, it is stated, affords conclusive evidence 
that the limits of industry’s taxable capacity have ;been 
reached, and that the sums at present being expended by 
the State on unproductive purposes cannot be borne by the 
present volume of production without injury to tlie national 
economy. 

Viewing with grave concern the additional burden imposed 
by the 1930 Budget, the Federation points out that British 
industry has been struggling for nearly a decade to recover 
its position in the markets of the world, but has been handi- 
capped by a load of taxation which exceeds that of any other 



226 BANKS AND THE FINANCE OF INDUSTRY 


important commercial countr}". ^Moreover, the additional 
taxation comes at a time when many of our competitors are 
contemplating decreases in taxation. It also follows a 5^ear 
in which Great Britain's position as an international centre 
has been assailed and her commercial and industrial activi- 
ties hampered by abnonnall)^ high credit rates and disturbed 
commodity markets, culminating in an international financial 
disaster of a magnitude unparalleled in the past fift}^ ye^xs. 
The following figures, compiled by the Federation's 
experts, are quoted as an indication of the high proportion 
which industiy" contributes to the total receipts from income 
tax : 

Real Property 

Farming Profits ...... 

Securities 

Business : — 

(n) Mining, Manufacturing and Productive 
(6) Distribution, Transport and Communication 
(cj ^ Finance, Professions and other business 

Salaries, etc. 


Per cent, 
of total. 

23*0 

*5 

17-8 

22*3 

17*3 

6*5 

22-6 


lOO'O 


Commenting on the figures, the Report points out that 
approximately one-fifth of the total net j-ield from income tax 
is derived directly from mining, manufacturing and pro- 
ductive industries, to which should he added a substantial 
proportion of the sums under the heading of “ Real Pro- 
perty” (Schedule A), salaries, and under the business 
headings {b) and (c), since the sums contributed by these 
items in a large measure depend upon the prosperity of 
industr3^ The circumstances which have led to the present 
disquieting state of affairs are, in the opinion of the Federa- 
tion, a direct consequence of the policy of successive 
Chancellors of the Exchequer, by whom no account appears 
to have been talcen during recent j^ears of the cumulative 
effect of the burden of taxation on a decade of industrial 
depression accompanied b3>- a falling price level and credit 
stringency. The Federation argues that, so long as trade is 
continuing to make progress and the national income 
increasing, an annual increment accrues to our national 
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wealth which can, if it be so desired, be taken from industry 
by taxation and devoted to social purposes. Exactly the 
contrary situation exists at the moment. The nation is not 
making headway, and cannot therefore afford luxuries. 

Taxation of Profits Allocated to Reserves. 

The point referred to above, that industry is being 
weakened by the heavy taxation of its reserved profits, is 
another matter which is now regarded as being of first-rate 
economic importance to the community. As Mr. J. M. 
Keynes argued before the Colwyn Committee, one of the 
great defects of the income tax as imposed in this country is 
that it does not discriminate between the uses of income on 
which it falls, and there appears to be every reason for some 
abatement in the rate of tax on profits which are “ ploughed 
back '' into industry, i.e. which are reserved for future em- 
plo3rment on the expansion and improvement of a business. 

One of the greatest essentials to prosperity in business, 
whatever business it may be, is the creation of reserves, and it is 
easy to understand that, when as much as 22^ per cent, of the 
profits earned by a business which is a limited company, and 
possibly even a larger proportion in the case of a business 
individually owned, has to be paid awa}^ in taxation as a first 
charge, there is little opportunity left, especially in these days, to 
build up reserves. . . . 

Reserves are the backbone of every business, to meet con- 
tingencies, to keep the business up to date, and to provide the 
power to expand. It is the putting back into a business of as 
large a proportion of the profits as possible that ensures success ; 
it is the paying out of too large a proportion of profits that 
weakens it. Reserves are infmitely preferable to borrowed 
capital, and the most successful businesses in the country have 
been built up through the creation of reserves. It is certain that 
high taxation leads to the export of capital. It also increases 
unemplo3Tnent, and in due course defeats its own object by 
reducing the taxable resources of the country.” ^ 

Inquiry by the Association of British Chambers of 

Commerce. 

The strength of opinion on this question may be further 
indicated by reference to a questionnaire on the subject of 

1 Mr. F. C. Goodenough, in an address at the dinner given by the British 
Bankers* Association to the Chancellor of the Exchequer, 14.5.30. 
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national taxation issued in 1930 by the Association of British 
Chambers of Commerce to its constituent chambers. The 
result showed that all the Chambers were unanimous in their 
opinion that our national expenditure is excessive and more 
than the country can afford; that the burden of taxation 
was having specially serious effects in \dew of the pi'evailing 
depression and the fall in commodity prices; that this 
burden was markedly detrimental to our export trade, in 
that it left less money available for business purposes, 
increased the cost of borrowing and the cost of production 
generally, and restricted enterprise. 

These views were presented to the Government by the 
Executive Council of the Association in the form of a 
Memorial, in which the following comparative figures of the 
rate of taxation per head in this country and in certain 
leading competing countries were quoted in support of the 
general view : 


U.S.A. (1929) 
Canada (1928) 
Germany (1929) 
U.K. (1929) . 


• £S 13^* od, (veiy” roughly) 

• £7 15s. od, „ 

- £7 9 S. od. „ 

. £15 IS. sd. (estimated) 


In the light of these figures, and the views expressed by 
its members, the Association gave its opinion that urgent 
and adequate action should be taken by the Government 
towards the extension of safeguarding and the adjustment 
of wages paid in the sheltered occupations. At the same time 
the Council urged the need for strict economy in expenditure, 
both national and local, and a discontinuance _.of 'all new 
legislation imposing new regulations and laws which add to 
the cost of production. Moreover, the Memorialists stated 
that they were strongly of the opinion that expenditure on 
emergency schemes which are non-productive, while it may 
afford temporary relief, will, on balance, do more harm than 
good, by adding to the burdens on industry and diverting 
capital from industrial development. 


Difficulties of the Government. 

The foregoing statements indicate conclusively that there 
is in the country at the present time an increasing fear. 
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inspired not merely by the instinct of self-preservation in 
the rich, but supported also by sound reasoning and an 
impartial consideration of the facts, that the production of 
national wealth is being seriously limited by excessive 
taxation. 

But though the evil may be recognised, the cure is not easy 
to find. It may be true that there is urgent need for a 
reduction in the total amount of taxation, and for a readjust- 
ment of the tax system so as to reheve productive forces as 
much as is possible. But, as Mr. Snowden ^ has observed, 
the Chancellor of the Exchequer is each year faced with the 
problem of raising a considerable number of millions, and 
it is not so much a matter of how best this can be done as 
how it can be. done at all. The money must be found 
somewhere ; and the- very magnitude of the tax demand 
makes it impossible to observe sound canons. So long as 
the principle is accepted that the nation must pay its way, 
and that the expenditure to which the country is committed 
each year shall be covered by revenue, then the Government 
must adopt whatever plans seem best in the circumstances 
and seem likely to be least onerous to the people as a whole. 

On this ground there seems to be some justification for the 
heavier taxation of very high incomes, and for the recent 
increase in the death duties on large estates. But it is not 
so easy to decide on the merits or demerits of the increase in 
the rate of direct tax on moderate incomes. No tax can be 
regarded as economically justified if it results in a decrease 
in the amount saved by the thrifty for investment in industry 
or if it results in a serious depletion of industrial reserves for 
capital development. 

The Burden of Social Services. 

• The solution, therefore, must be found on the spending 
side of the National Balance Sheet. If industry is to be 
relieved of some part of the present burden of taxation so 
that it may recuperate and adjust itself as easily and as 
speedily as possible to the new conditions, then something 
must be done to reduce the expenditure for which industry 

^ At the British Bankers* Association Dinner, 1930. ' 
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Government, as witness tlie following statement from a 
Report issued in March, 1930, by a special Committee of the 
General Federation of Trade Unions : It is foolish to expect 
that social improvements for man}^ millions can continuously 
be paid forbj^' exactions from the wealth of a few thousands. 
However desirable it may be to secure a fairer distribution 
of wealth, it is fatal to national prosperit}^ to eat up tliat 
capital which is necessary to finance present and future 
production. ... It is important that the workers of Britain 
should realise where the burden of taxation ultimately falls 
and to what extent it prevents the accumulation of that 
capital which is necessary to maintain and expand that 
industry by which the}^ live." 

The Tragedy of the Dole. 

Of the various social benefit services which are now 
existent in -this countrj^ none has caused so much contro- 
versy as the Unemployment Insurance Scheme whereunder 
thousands of able-bodied unemploj^'ed workers are supported 
on the " dole " at an enormous annual cost to the com- 
munit5L The basis of the scheme is, of course, that worker, 
emplo5^er and the State should contribute to a fund out of 
which a worker may receive support if he loses his employ- 
ment through no fault of his own, as a result, for example, 
of generally depressed economic conditions. Without doubt 
the principle is sound. It is one with which few would 
quarrel, but, unfortunately, in practice it has been subject 
to the most Vvddespread abuse. Manj*' unemployed workers 
prefer nowadays to remain in idleness rather than make an 
effort ^to obtain work, or rather than accept work which is 
not quite what they want. Furthermore, there is little 
doubt that the existing system is having a most distressingly 
adverse effect on the morale of the working population, 
creating a mass of inefficient and sadly degenerate people 
who prefer their easily won leisure to the sterner calls of hard 
work. Incidentally, there are circumstances in which a 
worker having paid eight personal contributions under the 
national unemployed insurance scheme during the last two 
j^ears, or thirty during the course of his working career, may 
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live on the dole until he attains the age of sixty-five, when he 
qualifies for an old age pension. 

In tlie result we are faced with the position that two out 
of twelve millions of our workpeople are maintained by 
so-called insurance, apart from the further three-quarters 
of a million already supported by the Poor Law, and the real 
value of the dole is such as to make it compete seriously mth 
tlie wages that are to be earned by hard work in occupations 
such as agriculture. Moreover, the system of maintenance 
engenders a degree of carelessness and inefiiciency in the 
workers which makes for frequent changes of job, and it 
retains in the labour market a large number whose efficiency 
is subnormal — who can never hope to retain employment at 
high rates of wages. 

'' Thanks largely to the increased rates of unemployment 
benefit and to the relaxation of the conditions for qualifica- 
tion, the dole has now become a recognised profession. This 
protection of idleness is economically and socially a greater 
issue than the protection of industry and it is one which the 
Government cannot ignorejnuch longer.*' ^ As Sir William 
Beveridge has remarked, " a State which undertakes to 
relieve adequately and indefinitely from a bottomless purse 
all the unemployed will soon find itself subsidising the 
manufacture of unemplo5unent unless it adopts counter- 
measures.” 2 

Adequate remedies are doubtless difficult to find, but it is 
certain that every section of the community and every 
political party will soon have to co-operate to stop the rot 
in the nation's vitality. Even the wealthiest of nations 
cannot indefinitely resist the damaging effects of a cancerous 
growth of this nature, and it is little short of suicide to allow 
this economic disease to continue to sap our strength. 

Rating Relief : Rationalisation of Rateable Values. 

The burden of- central and local taxation has been recog- 
nised to bear specially heavily in the case of those depressed 
industries centred in areas where the severity of unemploj^- 

^ ” The Trade Position/* the Statist, 19.7.30. > 

- Unemplo5^ment : a Problem of Industry*' (Longmans). , 
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ment has resulted in a considerable increase in Poor Law 
expenditure and reliefs Hence, the conclusion has been 
reached that some measure of relief would not only help such 
industries on the road to recover}^ but should also enable 
new industries to be started in many areas which were so 
highly rated that no business man would contemplate open- 
ing a new concern in them under the existing handicap of 
hear^’^ local taxation. 

Accordingly, in 1929, the Consen^ative Government, then 
in office, succeeded in obtaining legislative sanction for its 
comprehensive Dcraiivg Schanc — aptly described as an 
attempt at the " rationalisation of rateable values ” — the 
object being to relieve certain industries of part of the 
burden of taxation represented by local rates. The Act 
concerned — the Local Government Act, 1929, — ^was one of 
the most complex measures ever presented to Parliament, 
and not only dealt with " derating,” but also brought about 
important and extensive changes in local government 
administration. 

Agriculture especially has been treated generousty in the 
matter of derating. Prior to the passing of the Local 
Government Act, the Agricultural Rates Act, 1929, had 
already granted complete exemption from rates due for the 
half-year ending 3rd September, 1929, in the case of agri- 
cultural hereditaments, the consequent deficiency of upwards 
of 000,000 being made good b}'^ grants to the rating 
authorities out of a central Rating Relief Suspense Account. 
The Local Government Act, 1929, made this relief permanent 
by providing that, as from an appointed da}^ (ist October, 
1929), agricultural land and buildings should be wholly 
exempt from rates and should accordingly be excluded from 
future valuation lists. Furthermore, agriculture, in common 
vdth coal-mining and other specified industries, was assisted 
by certain freight concessions which, as from ist December, 
1929, the railways were to make on farm produce, coal and 
certain other minerals in return for rating relief granted to 
them. , . ; 

^ In the case of cotton and steel manufacture — tavo typical depressed 
trades — ^the burden of local taxation at the beginning of 1929 was com- 
puted to represent about 3 per cent, of the total cost of production. 
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In regard to other industries, the relief 'granted amounted, 
in some cases to the whole, and in other cases to three- 
fourths, of their Hability to charges for local rates. In 
addition, the relief in respect of freight was intended to 
benefit industry by lowering the transport costs both of its 
raw materials and of its products. By way of illustration, 
the two cases of coal and steel can be mentioned, where 
relief is specially important. So far as the former is con- 
cerned, the estimated rehef to the whole industry is over 
/3, 000,000 a year, or 3^^?. on every ton of coal sold. Since 
the hardest hit section of the coal trade is that which caters 
for export, the lower freights were made applicable principally 
to coal intended for shipment abroad, and also to that 
carried for use in iron and steelworks, thus concentrating the 
maximum benefit in the directions in which most assistance 
was required. In the case of export descriptions, the rehef 
is calculated to make an average difference over the whole 
country of 7^. per ton, while the iron and steel undertakings 
are expected to benefit by a reduction of something like xod. 
per ton on the coal they use, apart from receiving a rebate on 
the carriage of various ores and other materials. Further- 
more, the estimated rating relief of some ;^5oo,ooo to the iron 
and steel industry as a whole is reckoned to be equivalent 
to 3s. per ton of finished steel, so that steel manufacture is 
likely to be cheapened in all to the extent of about 5s. per ton. 

Over industry as a whole the rehef from rates is expected 
to amount to about ^^26,000, 000, the loss of which to the local 
authorities is to be made good, not by heavier local assess- 
ment of non-industrial properties, but by grants from the 
central Exchequer. This means that the Government con- 
tributions towards derating and in other directions pro- 
vided for by the Local Government Act will amount to 
about 47 ,000, 000 yearly, which amount is to be distributed 
over the various local areas throughout the country according 
to population as “ weighted ” by a specially constructed 
formula, * ; 

It is only to be expected that any such artificial device for 
the distribution of the burden must result in inequahties and 
hardships here and there, and it is unlikely that the gain 
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from rating reform will be eqiialty felt in all directions. 
Prosperous companies in the derated industries must benefit 
equally with their less fortunate rivals. And since the effect 
of the burden varies greatlj^ not only as between one industry 
and another, but also as between one concern and another, 
the ultimate beneficiar}^ of the derating arrangements 
not alwaj^s be the firm or the industry whose rates are 
reduced. Repercussions winch cannot be foreseen are 
bound to follow the removal of tax burdens just as they 
follow the imposition of new taxes. 


The Labour Government and Unemployment. 

During the period 1924-29, when Mr, Baldwin's Ministry 
was in office, the Labour leaders were naturally among the 
most violent critics of the steps taken by the Government 
of that da}^ to deal with the tide of depression and the burden 
of unemployment, \\ffien, therefore, Mr. Ramsays Mac- 
Donald again took office in 1929, the nation was naturally^ 
expectant that something radical would be done to relieve 
the position. At the outset it appeared that it was not to be 
disappointed. Mr. MacDonald announced that a " Minister 
of Unemployment ” was to be added to the Cabinet, and that 
Mr. J. H. Thomas, in the joint position as Lord Pri\y Seal 
and as the first holder of the new office, would apply the 
whole of his time and energies to what was now recognised 
as a question of grave national consequence. 

Without doubt Mr. Thomas tackled his unparalleled task 
with great energy and determination. He was largely 
responsible, as we have seen, for obtaining the co-operation 
of the City of London in connection with the finance of 
rationalisation. He was responsible for inaugurating' em- 
ployment schemes (mainty in conjunction with local authori- 
ties) wliich directly or indirect^ have provided employment 
for upwards of 100,000 people and will involve a capital' 
expenditure, spread over a number of years, of approximately 
;fi95, 000,000. He also did a great deal in bringing industri- 
alists into conference \vith a view to furthering the process of 
rationalisation. But in spite of all such efforts, unemploy^- 
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merit figures mounted week by week after the Labour 
Government assumed office. 

Critics of the Labour Administration have naturally made 
the best political use of this unfortunate position, and in 
Ivlay, 1930, a political crisis seamed imminent when Sir 
Oswald Llosley resigned from the Labour Cabinet as a protest 
against the Government's failure to adopt a more active un- 
employment policy. It became evident, too, that the nation 
was becoming restive in face of the continued increase in the 
unemployment figures, and in June, 1930, it was announced 
bj" Islr, MacDonald that the problem of unemplo3ment would 
be dealt \vith thenceforward, not under the direction of a 
Minister of Unemployment, but by a Committee of the 
Cabinet acting in consultation with an advisory staff of 
expert Civil Sen’^ants. At the same time, Mr. MacDonald 
issued an invitation to the leaders of other pohtical parties 
to join the Government in Conference with a view to devising 
and expediting the implementation of any relief measures 
which might be desirable. - Unfortimately, the Conservative 
Party, possibly for political reasons, found itself imable to 
co-operate. 

One important point in regard to imemployment the 
Government Council will find it impossible to overlook is, 
that any form of employment, whether State-aided or not, 
which 5rields a product of less value than the cost of its 
production is in the long run merely a source of impoverish- 
ment to the community. Finding work is likely to be useless 
unless the work is so profitable as to add to the resources of 
industry and increase the fund available for future production 
and expansion. 

In this connection the problem of the present level of 
wages becomes important. The evidence seems clear that 
labour costs are already too high in relation to the value of 
the product, partly because output per man has fallen con- 
siderably, partly because some labour has become relatively 
inefficient, and partly because the fall in prices has lowered 
the industrial return. These are points which must be 
reverted to again in our final chapter. 

Another aspect of the same problem is the effect of 
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ratioDalisation on emplojTnent. We have already noticed 
that, while re-organisation in many industries is accompanied 
bj' an increase in output, it leads, nevertheless, to a decrease 
in the numbers employed. Thus, the steps taken by the 
Government to encourage the improvement of industrial 
technique on the one hand have increased its difficulties by 
adding to the burden of unemploj-ment on the other. This 
result is inevitable, for one reason, if for no other — that the 
demand for the product of several of the now rationalising 
industries is lughty inelastic. Hence, if we and our overseas 
competitors are to apply our whole energies to the problem 
of greater output at less cost, unemplojunent is bound to 
ensue either in this countrj^ or abroad. If this contention 
is correct and there seems no ground for thinking otherwise 
-—then the community must accept the fact that it must 
either support the displaced labour in idleness (f.e. on the 
dole) or find emplo5Tnent for it either in existing or new 
industries. 

There are, of course, grounds for the contention that it is 
better to emplo}^ a worker at a cost which is in excess of his 
output rather than to support him in idleness at the expense 
of his fellows, but it is to be hoped that the Government 
vill seek more remunerative outlets for our surplus labour 
than its mere emplo 3 -ment on non-productive works which 
immobilise capital that could be better applied in our cotton, 
wool, iron and other basic trades. 

Hence, the Economic Adwsorj' Council would do well to 
concentrate its attention on what appears to be the one real 
solution of the difficulty— the creation or fostering of new 
industries. The rationalisation of old industries is bound to 
increase the immediate burden of unemplo 3 Tnent, but if it is 
to continue— as it apparently must— then the greatest hope 
lies in finding new and profitable outlets for the labour 
diverted. Rfcogmtion of this fact lies at the root of the 
transfer arrangements alread 3 ’’ in being for mo\dng laboiw 
from declining to growing industries, and anything further 
that ^e Government can do in this direction must be a 
contribution, as productive as it is attractive, to the relief of 
unemplo 3 Tnent. 
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Hope for the Future. 

The problems before the Government and the people are 
obviously of the most intricate kind, but some progress, at 
least, must follow the steps taken by Mr. Ramsay MacDonald 
and his colleagues. The investigation into the conditions of 
the textile and iron and steel industries has already yielded 
some fruit ; the Committee of Inquiry into the relationships 
between finance and industry is actively pursuing its 
investigations ; the Economic Advisory Council is actively 
functioning; the City's close interest in the problem of 
financing industry has been clearly demonstrated by its 
participation in the great schemes of re-organisation which 
have so far been put in hand, and, finally, the Overseas Trade 
Development Council gives promise of much useful work in 
connection wdth overseas trade. 

Apart from these measures, which have as yet to prove 
their value, it may be added that, up to September, 1930, 
nearly 150, 000, 000 had been allocated to the Minister 
of Unemplo3ment for expenditure on roads, railways, elec- 
tricity undertakings and docks with a view to pro\dding 
work, while considerable financial and other assistance had 
been given to local authorities for the development of housing 
schemes — ^truly a vast and ambitious programme, and one 
for which the most bitter of Labour's opponents would 
scarcely begrudge due praise. The Government has applied 
itself with vigour to the intelligence " work without which 
^ economic progress is impossible, and it is to be hoped that it 
will show no less energy and industry in putting into practice 
the knowledge which is thus scientifically being accumulated. 



CHAPTER IX 


LESSONS OF THE CONTROVEKSY 

The object of tins book will liave been achieved if the light 
thrown on the present problems of industr}^ has been such 
as to enable the earnest seeker after knowledge to form his 
own views on some of those matters which are now of the 
most urgent national importance. Doubtless the Report 
of the Committee on Finance and Industty, now sitting, 
will afford some guidance as to the steps which will have to 
be taken to deal more effectively with the vast changes in 
the ' nation’s economic structure, but we may usefully 
conclude this brief survey of the position by summarising 
its main features and b}'^ dealing with a few points which 
suggest themselves on a review of the centre problem with 
which we set out to deal — that of the finance of industrjL 

Root Causes of the Present Depression. 

It is clear from what has been stated in the foregoing pages 
that Britain, by reason of her vast international connections, 
has been more serious^ affected by the War than any other 
leading nation. During the War j-ears an abnormal per- 
centage of our workers were diverted into particular indus- 
tries and there was a marked change in the distribution of 
our overseas markets. Hence, the return of peace found 
a serious maladjustment of our industrial organisation — 
over-production in one direction and under-production in 
another. 

Our industrjf had, therefore, to adjust itself in three 
directions : first, to turn back into normal emplojment the 
workers who had been diverted into War-time occupations ; 
secondly, to find new outlets for its existing products, and to 
find new products to take tlie place of those whose markets 
had been lost ; and, thirdly, to adjust itself by rationalisation 

240 
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to the changed competitive conditions of a rapidly advancing 
world economy. Unfortunately, progress in these directions 
was seriously delayed because the artificial conditions of 
prosperity induced by inflation between 1915 and 1920 
culminated in a crash and depression which struck more 
deeply than any previous catastrophe into the economic 
foundations of industry. 

Following this calamity, at least three important factors 
have seriously impeded the efforts of business men, and of 
the Government and their advisers, to restore industrial 
activity. First, there has been the prolonged fall in world 
prices, which, as is always the case, has seriously arrested 
trade and production not only in this country but also 
throughout the world.* Unfortunately, the effects of the price- 
collapse have been accentuated in our own case because it 
has resulted in a serious reduction in the prices received by 
us for the bulk of our exports, and because there has been 
a specially marked “lag” of retail prices and labour costs 
behind our wholesale price level. 

The second factor has been the inroad made into the 
savings of capitalists and into the reserves of industry by 
high direct taxation, resulting in too heavy a transfer of 
funds from the finance of industrial development to the 
finance of social services which the nation is not yet in a 
position to afford. As a result, there has been an immoderate 
expansion of consumption mainly of luxury and semi- 
luxury articles, which position has been accentuated by the 
protection or ” sheltering ” of certain trades whose workers 
have profited by a marked rise in real wages and have, in 
effect, benefited at the expense of the rest of the community. 
The burden of taxation on industry has been partly dealt 
with, as we have seen, by rating relief, but it appears likety 
that something further will yet have to be done to reUeve 
taxation on funds reserved for future development. 

Finally, there is the rigidity of oar economic system, 
embracing not only industry itself and the workers therein, 
but also our banks and financial institutions on which 
industry depends for its life-blood — capital. The obduracy, 
ultra-conservatism and obsolete individuahsm of our em- 

R I 
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ploj'ers liave kept Britisli industrial technique many years 
behind tliat of its foremost competitors. The rigidity of 
our wage system— thanks to the strength of labour and tlie 
lack of co-operation among certain groups of emplo5’’or.s — ^Iias 
prevented that adjustment which the collapse in world prices 
has rendered imperative if labour costs arc to be brought 
down to a level wliich a sadly overburdened industrial 
machine can properly bear. The rigidity of our retail 
trading methods has kept retail prices at an unduly high 
level whilst wholesale prices have collapsed. Likewise, tlie 
rigidity of our banking S5fstem, wiUi its adherence to the 
traditions of deposit banldng and its inability to meet the 
urgent long-term requirements of industry, has militated 
against industrial recovery and re-organisation. 

. The Adjustment of Labour Costs. 

\^"itliout doubt the collapse in world prices has been largely 
responsible for and has greatly accentuated our difficulties, 
but the crux of the present situation in this country appears 
to be the high ratio of labour costs to the value of industrial 
output. Too high a proportion of the burden caused by the 
price collapse has fallen on the shoulders of the emploj’er 
and too little on those of the worker. Judged by the present 
position of industrjr and by the present level of industrial 
profits and prices, the share of the worker, as represented by 
wages, is too great. This position is due partly to the need 
for increasing the output of industry’' per man-day by 
rationalisation and greater co-operation between labour and 
capital, and partly to the increase in the real cost of labour 
as a result of the collapse in world prices and the increased 
burden of social charges. 

The following most recent figures i available at the time 
of writing indicate how marked is this maladjustment : 



Wholesale 
Prices. 1 

1 

Retail Food 
Prices. 

Cost of 
Living. 

Wages. 

Average 1924 , 

100 

100 

100 

100 

Sept, 1929 . 

81 

' 91*5 

94*5 

99 

1930 • . 

65 

84 

89-5 

98} 


^ Sfaiistt 18.10.30. 
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It will be observed that wholesale prices in September, 
1930, showed a decline of 35 per cent, as compared with 1924, 
retail food prices a decline of 16 per cent., and the cost of 
living a decline of 10 J per cent., whereas the nominal level 
of wages fell in the same period by only i| per cent. In 
considering these statistics we cannot, of course, ignore the 
fact that, since the number of unemployed had increased from 
an average of 941,000 in 1924 to about 2,175,000 in Septem- 
ber, 1930, the rise in real wages has not involved a propor- 
tionate benefit for the working class as a whole. On the 
contrar}^ the maintenance of high real wages has been 
effected at the cost of industry as a whole, and particularly 
of tlie unemployed workers in the less fortunate trades. 

Thus the vital truth’lies in the proposition enunciated by 
Sir William Beveridge : ‘'If and in so far as unemployment 
is now resulting because, through the fall of prices, real 
wages have risen and become rigid at a point above the 
productivit}^ of the marginal labourer, the remedy must be 
sought in restoring the equilibrium thus disturbed. It 
cannot be found elsewhere.” ^ And as another observer 
has stated, “ Our trouble has its roots in famine prices for 
coal, iron and steel, caused mainly by excessive labour costs, 
short output and interrupted production. Neither the gold 
standard nor the increased Bank rate was, or is, more than 
a fraction of the ' whole story ’ of our unemplo3anent.” ^ 

Somehow or other, therefore, the balance between real 
wages and industrial productivity must be restored. But it 
seems clear that in the present political state of the country, 
and in the absence of a real bond of interest between labour 
and capital, there is little hope that any reduction in labour 
costs can be looked for through a direct decrease in nominal 
wages. Unfortunately, it is as true to-day as it has been in 
the past that mistrust of capital by labour and of labour by 
capital is at the root of many of our troubles, and is only too 
clearly an important factor preventing that co-operation, 
that partnership, to improve industrial technique without 
which lasting progress must be difficult to achieve. 

^ ** Unemployment, a Problem of Industry/* by Sir William Beveridge 
(Longmans). 

_ ® “Why Trade Depression? “ by Sir G. B. Hunter, The Times Trade 
and Engineering Supplement, 20.9.30. | 
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Already we have unliappy evidence of this in the stubborn 
resistance offered by certain important unions to proposals 
that nominal wages should be reduced in the interests of the 
industries concerned. The long-drawn-out dispute in the 
Yorlcshire woollen industry has already been mentioned. 
?kIore recentl 3 % the National Union of Railwaymen and the 
Associated Society of Locomotive Engineers and Firemen 
have indicated their intention, not merely to resist any 
reduction in the wages of their respective groups, but 
actual^ to demand increases. 

\'\^ith the possibility of a reduction in wage rates niled 
out of tlie question, there appear to be two possibilities left 
to the countrj^ : {a) to continue the process of rationalisation 
witli the object of still furtlier reducing industrial costs, and 
{b) to stimulate the demand for industrial products by 
increasing the community's purchasing power. Both of 
these courses of action call for changes in the policj^ 
and technique of our banking institutions and monetary 
autlrority. 

Rationalisation cannot proceed with that smoothness 
and rapidity now so essential to industrial recovery without 
the closest co-operation between the banks and the leaders 
of industry, but, assuming that such co-operation is ensured, 
effective rationalisation will enable the industry more easily 
to bear tlie burden of high wage costs, increase the national 
income by greater efficiency of production,^ and also 
increase the purchasing power of the entrepreneur class 
without necessitating a rise in wholesale prices. 

An increase in the people’s purchasing power can be 
brought about by the provision of emplojTOent at reasonable 
rates for the out-of-work population and by a rise in real 
wages. In regard to the first of these, it has already been 
pointed out that anything the State can do in the direction 
of fostering existent industries and encouraging the growth 
of new ones cannot fail to be beneficial. Increased employ- 
ment would mean greater demand for the goods produced, 
and the better balancing of demand and supply would 

^ Cf. Dr, T. E. Gregory’s Presidential Address to Section F of the 
British Association, September, 1930. 
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assist the closer adjustment of wholesale and retail prices. 
But here again the co-operation of the banks and monetary- 
authorities is essential. Manufacturers cannot increase 
their productive capacity and institute new enterprises 
unless they are assured of adequate supplies of credit, and 
it ma}'- be that this can be brought about only by a departure 
from orthodox gold standard principles, and by a further 
advance of banking technique, matters which are discussed 
below. 

The other possible method of increasing purchasing 
power is by a rise in real wages. Under-consumption, as we 
have seen, is one of the primary causes of our existing 
difficulties, and consumption cannot be effectively stimulated 
except by increasing the purchasing power of the masses. 
But, if industrialists are to be believed, any such increase 
involving a rise in wages is impossible if it involves any 
increase in wage costs, i.e. an increase in nominal wages 
whilst wholesale prices remain as they are or continue to 
decline. 

Hence, an increase in real wages can come about only if 
wholesale prices increase relative to retail prices, which 
means cither that wholesale prices must rise whilst retail 
prices remain constant, or that retail prices must fall whilst 
wholesale prices remain as they are. A rise in wholesale 
prices may be brought about by credit expansion by the 
Central Bank, but there are grave objections to such a course 
from the point of view of our export trade, since our export 
prices are already too high for effective competition in world 
markets. Moreover, any upward movement of wholesale 
prices would be almost immediately followed by a correspond- 
ing rise in retail prices [unless the latter were subject to a 
greater degree of regulation or control than has hitherto 
existed), and by new demands on -the part of organised 
labour for higher wages. 

The alternative is a fall in retail prices, and that there is 
ample scope for this is indicated by the statistics previously 
given. Indeed, the lag of retail prices in the wake of 
wholesale prices is probably a much more important factor 
in the present situation than most people imagine. There is 
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obviously far too great a margin between the prices which 
producers receive and the prices which consumers pay. The 
activities .of middlemen prevent that adjustment which is 
essential for the true play of economic forces, and there is 
reason to believe that retail traders have not done all they 
could do to stimulate trade b)’’ reducing prices. It would 
appear, therefore, that the required adjustment may be 
best effected by suitable action to control retail prices. 
Recognition of this important conclusion probably underlies 
the BiU introduced by the Government in May, 1930, to 
provide for the establishment of Consumers’ Councils hawing 
for their object the regulation of the prices of food and 
clothing.^ If retail prices can be reduced by such measures, 
tlie position of the working classes will be improved; the 
reduced prices of retail goods wiU encourage - demand and 
production will correspondingly be stimulated. On the 
producer’s side the disadvantage of having to sell at low 
wholesale prices and buy at high retail prices ^vill be lessened, 
while the increase of demand should enable him to expand 
his output and add to his profits. But any attempt by 
industrj^ to cope with an increased demand without effective 
rationalisation is doomed to failure, and rationalisation, as 
we have seen, cannot proceed to the required extent without 
the sympathetic co-operation of our banks and monetarj^ 
authorities. Hence, we conclude that while a fall in retail 
prices appears to be the first object for %vhich we should 
strive, that faU, like the extension of productive activity 
required to afford further employment, implies certain 
adjustments in banking and monetary policy. This point 
requires further examination. 

Scope for the Banks. 

So far as the finance of rationalisation is concerned, it is 
clear from what has been stated in earlier chapters that much 
progress has been achieved b5'' the banks in the provision of 
tire necessary machinery. But up to the present little has 

1 Germany, also, recognising these facts, is making a determined effort 
^ bring about a closer adjustment between wholesale and retail prices 
To this end, all agreements purporting to fix retail prices have been 
declared to be invalid as being contrary to public policy. 
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been done in the direction of more intimate contact by the 
banks with industrial conditions generally and with industrial 
finance in particular. On a review of aU the facts, the evi- 
dence seems clear that in the last fifty years our banks have 
been content to develop the relatively simpler and securer 
system of deposit banldng without giving an adequate 
measure of attention to the changing economic needs of the 
country. Their constant regard for safety has without doubt 
created a sj^stem of unrivalled stability, which has removed 
from English banking the stigma of failure that so shockingly 
characterised its history in the early part of the last century. 
But it appears now that a little more initiative at the right 
time and the assumption of a little more risk at another 
might have done much to save the nation’s industrial 
economy from its present deplorable condition. In this 
connection the folio-wing conclusions suggest themselves. 

First, it appears to be an undoubted fact that our great 
banks, in spite of their vast resources and the enormous 
extent of their business, arer years behind even much smaller 
institutions in other countries — ^notably America and 
Germany — ^in the attention which they give to the investi- 
gation and collation of statistical data on matters of banking 
and monetary importance. It is true that, in recent years, 
our leading banks have instituted Intelligence Departments 
which are intended to perform some service of this kind. 
But an investigation of the working of these Departments, 
and of the conditions under which they are administered, 
justifies the suggestion so frequently made,, that in the 
majority of cases they are far below the standard set by 
important foreign organisations. One fact alone is suffi- 
cient to prove both this and also the contention that the 
joint-stock banks do not attach sufficient importance To 
having at their immediate disposal first-hand information and 
advice on vital economic questions ; that is, the fact that the 
heads of the so-called Intelligence Departments," in spitejof 
the valuable work which they do, nevertheless hold relatively 
subordinate' positions in their respective institutions, and are 
remunerated on a scale not in any way commensurate with 
■the importance of the.ir advisory functions. ! 
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Economic and Industrial x\dvisory Departments. 

. It seems obvious to an outside obsen'cr that tlie banks, 
bj' the institution of economic and industrial research 
departments or by taking some similar steps, must obtain a 
far more intimate knowledge, not onty of the particular 
undertakings with which they are in close business relation- 
ship, but also of industrial groups and of industr}' as a whole. 
The large banks are now so much centralised in London that 
they cannot possibly have tliat close contact and immediate 
acquaintance with important localised industries which was 
possessed b}' tlie private bankers of the last century, 
kloreover, the problems before the local managers are now 
so intricate that they should be in a position to obtain the 
most expert and up-to-date information and advice, not 
merety on .the financial position and prospects of an indi- 
vidual. concern, but also on the general outlook for the 
industr}’- of which it forms a part, and of the anticipated 
trend of business conditions throughout the country as a 
whole. 

That there was urgent need for some such development was 
indicated as long ago as 1916 by the Departmental Committee 
on Financial Facilities for Trade, when, in suggesting the 
formation of a new banking institution to assist trade, it 
stated that "the Institution must be equipped with an 
up-to-date Information Department, and this will of necessity 
play a large part in its usefulness and financial success. 
Tliis might properly be called a Bureau d’Etudes. . . . 
That such a Bureau is essential has been made abundantly 
clear by the e\ddence given by witnesses we have heard and 
also by the evidence given before other Committees. It 
would not necessarily deal onty with schemes in which the 
Institution proposed to take financial interest, but might be 
made a centre for investigation of projects on behalf of 
others. . . . One of the chief objects of the Bureau, for 
instance, would be the 'organisation and keeping up to date 
of returns as to the status of firms abroad.”^ 

Can it for a moment be doubted that, if the great banks of 

1 Cd. S346, 1916. 
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this countiy.had given a lead in the compilation of industrial 
and financial statistics, in the investigation’ of business con- 
ditions, and generally in maintaining an expert watch on 
economic tendencies, much of the troubles of the past decade 
would have been avoided? Can it be doubted that the 
process of reconstruction would have been hastened, that the 
banks themselves would have been saved enormous losses 
and the tie-up of large resources as " dead ” loans or frozen 
credits, if they had maintained weU-equipped economic 
staffs which should at least have apprised them of the 
changing position of our basic industries in the world’s 
economy ? And, finally, is there not much to be said for the 
contention that theoretical— nay, even academic — assistance 
might have guided our practical bankers sooner to the 
realisation that the special interests of individual firms can- 
not be entirely divorced in the modern community from the 
interests of tte industry of which tliey form a part, and that 
re-orgamsation cannot proceed unless the conflicting claims 
of various banks are reconciled in the interests of industrial 
groups and of the nation as a whole ? Development on 
some such lines would unquestionably prevent a recurrence 
of that disastrous competition among the banks which has 
been only too much in evidence in recent years and has led 
them to grant to large financial and industrial groups 
advances of unjustifiably large dimensions. 

Both the interminable appointment of committees and the 
wholesale investigation which is proceeding now that our 
vital industries are faced ivith ruin are so characteristic of 
British methods generally that presumably generations 
must p^s before they are radically altered. Yet it seems a 
p'eat pity, to say the least, that the information and the 
knowledge should not have been available in time to prevent, 
or^at any rate to mitigate, the present catastrophe. 

The banker’s attitude to the current business outlook 
ought tobe wider than that of any single one of his Customers, 
because bankers are in touch with all of them.” 1 He should 
use his superior knowledge to reinforce their partial view of 


Commerce,' 
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the situation, or to correct it ; otherwise he may find himself 
swept a'way by the tide. The banker should occupy a 
■'-strategic position which should enable him to exercise some 
influence over the course of current business. In periods of 
expansion his superior knowledge and expert appreciation 
of the national position should permit him to exert a 
judicious restraining influence as much in the interests of his 
customers as in the interests of himself and of the nation. 
On the other hand, in times of depression his superior 
acquaintance vdth pneral tendencies should enable him to 
guide productive effort into profitable channels, to stimulate 
enterprise where such stimulation appears to be necessary, 
and to induce his customers to dissociate themselves entirely 
from business propositions which are already doomed and 
which careful consideration would show to be undeserving 
of further expenditure of either the customer’s time or of the 
bank’s money. Without the slightest doubt, one of the most 
important responsibilities of finance at the present time is to 
help to steer new savings into those channels where they are 
likely in the long run to be most productive. By pursuing a 
statesmanlike and far-sighted policy the banks could do 
much to ensure that the control of industry shall pass into 
the hands of those who are most capable of assuming it. 

It is suggested, therefore, that by the establishment of 
well-equipped industrial departments the banks could render 
increased service in the directions indicated. It would be 
the business of the departments to keep in close touch with the 
principal industrial customers of the bank, to study industrial 
conditions at first hand and to ad^'ise on all financial questions 
appertaining to industr}^ 

It seems ob\uous that the development of well-staffed 
industrial departments would have beneficial effects in that 
it would obviate unsound lending as a result of excessive 
competition :|or business. The industrial departments of 
the banks would not, and could not, operate without some 
degree of sensible co-operation, and would, therefore, sub- 
stitute for unrestrained competition closer agreement and 
better understanding on matters of policy affecting industry 
in general or a group of important industries. As a result. 
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the banks should be better able to judge not merely the 
effect of their assistance to individual customers, but also 
the result of their loaning policy on the business life of the 
community. 


A Central Statistical Bureau. 

The urgent need for some such co-operation opens up even 
further possibilities for the future. It is obvious that if 
each great bank had an industrial department functioning 
independently there would necessarily be a vast amount of 
overlapping in the collection and recording of statistical data 
of financial, industrial and general economic importance. 
VTiy, therefore, cannot such functions be discharged for the 
English banks, as thej’^ai-e in Germany, by a first-class central- 
ised bureau of information jointly supported by the banks ? 
Such an organisation could be worked as a separate institu- 
tion, but in the author’s opinion it could most usefully and 
economically be combined vfith the existing functions of the 
British Bankers’ Association. Such an arrangement would 
not only ensure control in the interests of banking in this 
countrj'' as a whole, but it would also make for the creation 
of a new intelligence branch of strict impartiality as between 
the banks, and of the highest economic value both to the 
banks themselves and to the community at large. 

Happily there are indications that the Bank of England is 
alive to the needs of the moment, and it is to be hoped that 
the Bank’s action in appointing well-known economists to 
its permanent staff will stir the joint-stock banks to some 
such action as is here suggested, for the good of themselves, 
of their customers and of the nation whose interests must be 
their own. 


Representation in Industry. 

Apart from the necessity of obtaining first-hand informa- 
tion and advice on matters of general economic iihportance, 
there is the need for the banks to keep in the closest possible 
contact with the large industrial agglomerations in which 
they are financially interested. In the past, when small 
organisations have been the rule rather than the exception. 
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the average size of advances to individual concerns has been 
relatively small. But the modem tendency, as we have seen, 
^is to amalgamation, with a consequent increase in each 
bank's commitments to individual industrial units. The 
joint-stock banker of the future is not quite likety to be able 
to rely as much as his predecessors have done on the vdde 
distribution of risks implied by a large number of loans of 
small amount. On the contrary, the tendency vill be for 
industrial loans, at Buy rate, to increase in amoxmt, and to 
become far more concentrated in extent, vith a corresponding 
increase in the burden of risk. 

It would seem, therefore^ that the banks cannot fail to 
gain and to avoid at least some of the costly mistakes of the 
past, if the}^ arrange, through newly-constituted industrial 
departments, for direct representation on large organisations 
wherein they are financially interested, and so place their 
advice directly at the disposal of leading industrialists. Such 
arrangements would enable the banks to guide industrial 
customers as to the best waj^ of obtaining financial assistance 
and of carrying out financial operations which are not within 
the province of deposit banking. On the other hand, the}’* 
w'ould enable the banks to obtain first-hand and accurate 
knowledge of the measure of risk implied in their more 
important short-term industrial commitments. 

The modem needs of large-scale industry cannot 
adequately be served by a mere discussion in a bank parlour 
between the bank manager and the representative of a 
companj" customer. If financial assistance by the banks is 
to be, on a scale commensurate with present-day demands 
there must be a far more intimate and direct contact. The 
supersession of the private banker by the joint-stock 
institution has meant that, for the overwhelming-part, 
decisions in regard to loans and advances are taken hy 
persons themselves disinterested pecuniarily in the result of 
that decision ; “but the supersession of the individual concern 
by the large combine" must inerdtably reverse the process. 
Hencefonvard the banks must be far more closely concerned 
witli the application of capital advanced by them, and it is 
right, therefore, that they should be in the closest possible 
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contact with those who have the control of the funds so made 
available. Representation of a bank on the Board of a large 
undertaking in which it is heavily interested would not only 
ensure that the bank would obtain more complete informa- 
tion and fuller confidence by the presence of its representa- 
tives at the discussions and negotiations of the Directors, but 
would also enable the point of view of the bank as the com- 
pany s financial adviser to be directly and so more clearly 
presented and understood. 

In seeking this closer association with industry there is no 
reason why the banks should depart from the essentially 
British banking attitude of respecting individuality and 
avoiding anytliing which savours of compulsion or pressure in 
regard to the financiabarrangements of customers. By the 
method here suggested, without any semblance of control, 
coercion or interference, a banker could fulfil the role of 
financial adviser and counsellor with benefit not only to 
himself but also to his customers and to the industries of 
which they form a part. - 

At the same time, the desire to maintain the existing 
system of non-interference should not deter the banks from 
taking a markedly active part in future industrial develop- 
ment and from instituting changes which will establish 
between them and industrialists a more S5mipathetic under- 
standing and a better appreciation of each other’s difficulties 
and policy. 

There is a final point. Arrangements of the kind here 
suggested would enable the banks to keep in far 'closer touch 
mth the issuing side of industrial finance, and so ensure ‘a 
^eater measure of collaboration between commercial and 
investment banking. At present, English bankers consider 
investment banking so far outside their province that they 
repudiate any responsibility for the soundness of concerns 
on whose prospectuses they permit their names to appear. 
But it is suggested that the development of industrial depart- 
ments would obviate what is now too frequently the case — 
the support of the name of a leading joint-stock bank on the 
prospectus and other literature of an entirely worthless 
undertaking. If this .were the only good that resulted, 
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immeasurable benefit would be conferred not only on 
legitimate industrial enterprise, but also on thepublicat large. 

The ?*r.\TTEn or Peesoxnel. 

The question of personnel for such departments must 
necessarily be a vital matter. Commerce has hitherto 
pla 3 'ed so large a part in the nation’s economic life that there 
is a great deal in the suggestion that much of the joint-stock 
banks expert personnel is fitted rather for the commercial 
side of banking than for the industrial side. Hence, the 
banks will be faced with the task of training representatives 
who are specially qualified to deal with industrial problems 
in all their great variety. 

Sucli work will require not only first-rate abilit}-, but also 
sound knowledge and wide experience. And in this regard 
the question arises : Do our great joint-stock banks'^yet 
appreciate tliat first-rate ability such as is needed in their 
leading executive positions cannot be commanded at salaries 
which are ridiculously low as compared with those applicable 
to similar positions in other leading countries ? 


Ba^s in Geimany would doubtless not claim that they have 
solved the question of personnel, but they do offer, to tho=e who 
positions, financial inducements commensurate 
vath chose obtamable m any other line of business. The same 
holds good for bankers in America, particularly investment 
of five figures (sterling) are by no means 
exceptional pnzes in Germany, and those who get right to the 
^ more. YTiile the importance of this 

should not be exaggerated, the problem of attracting exceptional 
ability and giving it scope to unfold itself is one of the most vital 
bu^hiSs organisations of banking and 

dn observed that German banks 

executives by any means exclusively 
from among the ranks of their officials. It is perfectly possible 
to work nght up to the top from a clerkship, and mar^' kading 
Ssffip'’ unusual to bring men in froil 

tEo w ■+ ^ f '^1-' exchange of personnel between 

^jomt-stock banks and pnvate banking and Stock Exchange 

S'; w proportion of leading bankers ha?e 

traimng, either in a private firm or in 
ae Stock Exchange departinent of their banks. The Stock- 
Exchanges have ahva 3 's been in close contact with industry, and 
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the wide Icnowledge of the principal companies and industries 
gained there have stood bankers who have had this training in 
good stead. Occasionally, too, industry has been drawn on, 
but it is more usual for industry to recruit its financial executive 
from banks than vice versa. On the whole, while the banks are 
quite prepared to bring in men from within the banking and 
financial world, whenever they think it desirable, absolute 
outsiders are less often appointed than in America, where 
corporation lawyers and technical men quite often enter both 
commercial and investment banking in middle life. The 
system is really something between the freedom of choice 
(disregarding family considerations) exercised by private City 
firms in England and the strict ” Civil Service " recruitment 
of the joint-stock banks."^ 

Grea'jter Regard fqr the Borrower's Interests. 

Another problem on which opinion maj^ be hazarded is 
that of the relationship behveen banks and borrowers 
generally. Without question, the banks in this country 
will soon have to recognise that the future fortune of the 
country depends very largely on a greater measure of atten- 
tion to the interests of the borrower. Hitherto our banks 
have insisted that they must, first and foremost, have regard 
to the interests of depositors; that their loaning policy 
must at all times be conditioned by their obligation to repay 
funds left with them by their customers. 

But the time is rapidly approaching when the banks will 
no longer function as mere cash-boxes. Customers are fast 
becoming educated to the realisation that the placing of 
funds in a bank is as much an investment as is the placing 
of funds in shares, with the added advantage, in the former 
case, that the funds can be withdrawn intact at any time, 
although in return' for that privilege the customer forgoes a 
large margin of interest which he might obtain elsewhere. 
If he does not already do so, the depositor will soon have to 
recognise that his money is not kept waiting for him in the 
bank's safe, but that it is being used in a multitude of ways, 
to assist trade and industry, to grow crops and to build 
ships. And he will have no reason for complaint. The time 
is long past when the depositor expected to draw out gold 

^ - Economist , 29.3.30. 
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or other legal tender in any quantity. If he requires funds 
for immediate employment he uses either a cheque or a bank 
draft, and, so long as his requirements in this regard are met 
punctiliously, what can it matter to him how the bank s 

funds are utilised ? _ . . r j 

Hence it is suggested that the loaning tradition of deposit 
banking as it is now understood will soon go by the board. 
The banks will have to look to the interests of the borrower 
as much as to those of the depositor, and the difficulties now 
in the way of making long-term advances must be overcome. 
Our joint-stock banks, like the banks of Germany, the 
United States, and other leading countries, must adapt their 
machinery to deal with the changes in the economic system. 
The banks are the first to complain that industry has not 
re-organised itself to meet modem conditions, and that 
labour retains its Victorian immobility and does not adjust 
itself to present-day demands. But the reply of industry 
and labour is that the English banking system is years 
behind that of other nations in its stage of development, and 
that modification, without any sacrifice of its present safety 
and elasticity, is essential in the interests of the country. 

Mr. F. C. Goodenough has stated that the “ History of 
banking is a record of the efforts which have been made to 
adapt the financial organisations to the expanding needs of 
commerce and industry, and the large banks of the present 
day have really been called into being in order that they may 
better meet the demands made upon them." ^ Yet it seems 
indefensible that, in recent years, the rigid adherence to the 
letter of the system of deposit banking has prevented the 
banks from moving abreast of the times, and some distinct 
advance must be looked for if the implications of Mr. 
Goodenough’s remarks are to be fulfilled. 

It is still tme, as Mr. Tennant has said,” that “ amid all the 
changing facets of world life, Britain has two assets at least 
which have not changed in value. The first is the inherited 
skill and vigour of our workers by hand and brain; the 
other, not less important, is the physical advantage of our 

^ In an address on Banking Progress '' to the Anglo-S^Yedish Society 
at Gothenburg, May, 1926. 

^ Westminster Bank Annual General Meeting, 1930, 
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geographical position/' But all the skill and vigour in the 
world, unlimited natural advantages and immense capital 
resources are useless in the modem competitive age unless 
they can be put into productive operation and co-operation 
by an efficient financial mechanism. Without adequate 
banking facilities the commercial machine cannot work 
smoothly; it is merely a ponderous incubus. 

Proposals Distasteful to Bankers. 

Onl}^ by actively grappling with these problems can the 
banks ever hope to ward off such questionable remedies 
proposed for the present industrial situation as the national- 
isation of banking, restriction of overseas lending and tariff 
measures of a protectionist character. 

In regard to the last of these, the argument is irrefutable 
that Britain's international banking and financial business 
has tlirived largely by reason of her open-door policy of 
freedom of trade with all nations, and it still has to be shown 
that this business, vith which our bankers are, of course, so 
intimately concerned, will not be imperilled by the adoption 
of such suggested palliatives as general Protection and 
increased Empire preference. 

Then, so far as restrictions on overseas lending are con- 
cerned, it is unfortunately only too often forgotten that our 
overseas investment services are of immense value both to' 
the country generally and to the working population of our 
mills and factories. From the beginning of Britain's wonder- 
ful economic expansion there has been the closest relationship 
between the growth of her wealth at home and the enter- 
prise and endurance, the courage and skill of those who have 
adventured their capital abroad in a multitude of under- 
takings. 

In pre-War days Britain stood unrivalled as a loaning 
^ country. From the early years of the nineteenth century 
until 1914 a constant stream of productive capital flowed 
to other lands from the great reservoir of wealth which 
Britain had amassed through her epoch-making inventions 
connected with the steam-engine, railways and textile 
manufacture. The savings of British investors contributed 
s 
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to the opening up of the gold mines of Australia and South 
Africa, to the development of the productive interiors of the 
Argentine and Brazil, to the construction of rail\va}^s in 
India and China, to the establishment of rubber plantations 
in Mala}^ to the planting of cotton-fields in the Sudan and to 
the financing of governments and municipal enterprise all 
over the world. And happil}?' for Britain, the outflow of 
capital was accompanied by an export of British machinery 
and manufactures, and of British sldll, both of emplo3?ers 
and of workmen. The textile and engineering industries, 
first of Belgium, then of Northern France, and later of 
German}', owed much of their development to these exporta- 
tions, while the subsequent growth of their mining industries 
was largelj’ attributable to the import of machinery incor- 
porating the inventions made during the industrial revolution 
in this country. On the Continent, in North and South 
America, in Australia, South Africa and the Far East, rail- 
way's laid and equipped vdth the aid of British capital and 
British contractors promoted a stni greater demand for 
British products and British capital. British capital has 
thus been poured all over the globe, adding to the productive 
power of all coimtries and of aU peoples.^ 

British investors, who have thus given hostages to fortune 
hy loaning moneys wherever moneys was needed, may^' justly’' 
claim to have done more than the nationals of any’' other 
country for the progress of civilisation and the advancement 
of man. And the City’' of London is able to maintain its 
great population with a standard of prosperity’' that is the 
envy of humbler centres because its bankers, financiers, 
accepting houses, discount houses, produce merchants and 
allied businesses have rendered, and continue to render, 
unequalled service in promoting world development, world 
production and world trade. 

Among certain sections of the community there is a 

^ Some idea of the extent of the financial assistance rendered in this 
\ray by Britain to other nations may be gauged iom the fact that her 
aggregate overseas investments in 1914 vrere computed to be in the neigh- 
bourhood of 500,000, 000. In consequence of the sales of our dollar 
securities during Uie Great W'ar, it is estimated that .this total has been 
reduced to approximately /a, 00 0,0 00, 000, although this figure is now being 
increased at the rate of about ^150,000, 000 per annum. 
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tendency to imagine that those who are engaged in the 
hundred and one tasks connected with our enormous 
investment overseas — ^vaguely described as the “ World 
of Finance '' — constitute a danger to the true economic 
interests of society, and that they are in the nature of para- 
sites who batten on the real producing classes. Such criti- 
cisms show a lack of appreciation of the fact that the volume 
of production and consequently of employment in this country 
has reached its proportions in past years largely as a result 
of our investment in foreign countries, and in the future 
will directly depend upon a continuance of that investment. 
Hence, restrictions on overseas loaning, imless they are of a 
temporary nature, cannot be other than detrimental to a 
nation whose existence-depends so essentially on the main- 
tenance of an extensive export trade. " Financial isolation 
is impossible, more particularly to a nation such as ours, 
whose whole history is mapped up in intemafipnal trade and 
international finance. It is a retrograde policy, and our 
salvation should be sought in a removal of the hindrances to 
a full development of international trading relations rather 
than in a policy of isolation. Attempts have been made in 
other countries to hinder the transfer of capital from one 
country to another, but such attempts have invariably 
ended in failure.” ^ 

Nationalisation of the Banks. 

There is tmquestionably a growing body of opinion — 
especially in Labour circles — ^that the nationalisation of the 
banks is necessary both to ensure adequate credit supplies 
for industry and to combat the supposed evils of financial 
monopoly. Unfortunately, the advocates of nationalisation 
frequently advance suggestions which are sadly lacking in 
merit. They apjiear to think that the banks control sorhe 
mystic reservoir of credit or purchasing power which can be 
drawn upon mthout Umit, but that capitalist anci financial 
interests for selfish reasons of their own refuse to make 
available adequate supplies for industrial and trade needs. 

^ jMt. R. Holland Martin, Presidential Address to the Institute of 
Bankers, 6.11.29, 
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They consider that the banks, by virtue of monopolistic 
powers, maintain a stranglehold over credit which, if released, 
would lessen the hardships of the working classes and lead 
to a nev/ world of fresh enteiprise, social reform and rapid 
development. 

It is clear to all but the uninitiated that the joint-stock 
banks have no option in the matter. So long as the present 
cash proportion is maintained, neither advances nor deposits 
can be increased imless bank cash is increased, and the 
control of bank cash, as we have seen, is entirely in the hands 
of the Central Bank. i.c. of the Bank of England. Moreover, 
it is in any case " difficult to see how the banks could 
function more cheaply or more effectively under Government 
control. There is still plenty of competition among the 
banks, and this tends to keep the service efficient and charges 
low, whereas in a State monopoly, surrounded, as it would 
be, by all manner of red tape, the facilities available for the 
public would, to put the case mildly, scarcely be improved. 
The banks as now conducted are free from political influences, 
and can consider on its merit any proposition submitted to 
them. Under Government control there would be all lands 
of competition for the available resources, and who ivould 
care to say that political influences ivould not play a large 
part in deciding their allocation ? 


Bank of England is concerned, it is already 
something in the nature of a semi-public institution, as it always 
takes such a public-spirited view, but it has the safeguard that 
its capital IS privately owned, and it retains its independence. 

said, even b}' the most severe critics that 
profat IS Its chief consideration, especially when its action in 
surrendermg to the Government the excess profits of the War 
period is remembered. The Bank of England is a national asset 

prestige, and to nationahse 
It would be to run the nsk of destroying much of its reputation 
and of _impainng_ the dismterested partiality which at present 
^jfreireble an institution for regulating monetary 

However lacking in logic and foundation the arguments of 
the exponents of nationalisation may be, the facts remain that 
^ ” Political Banking/' Financial News, 
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their suggestions have awide measure of support and that they 
must be decidedly objectionable to bankers in general. But 
they cannot evade the argument that '' as there is only a 
limited supply of capital, and as credit can only be expanded 
within limits, it is vitally necessary to ensure that the avail- 
able resources are used in the best possible way from the 
standpoint of the nation as a whole. It is no less essential 
that the banks should refuse extended credits to the wrong 
people than that they should grant them to the right people. 
This involves that the banks must be managed with a view, 
not to their own profit, but to that of the nation as a whole. 
It is the final argument for transferring the bank monopoly 
from private to pubhc hands."' ^ 

By unstintingly gi\nhg industry the full measure of their 
assistance, experience and skiU, our bankers will do much 
to silence such clamourings. So long as the existing institu- 
tions indicate clearly that they are actuated not solely by 
indmdual interest but also by national considerations, it 
seems unlikely that the great body of people in this country 
\rill seek to interfere \rith their present private constitution. 
Moreover, they will stand to gain not only from the greater 
prosperity of their own domestic business, but also from the 
fact that the prosperity of their international business will 
not be jeopardised by fiscal experiments and restrictive 
measures whose effect on London's position as a leading 
monetary centre is as yet such an unknowm quantity. 

Banking Facilities and General Monetary Policy. 

At several points in the foregoing survey it has been 
demonstrated that effective rationahsation and industrial 
progress depend yery largely on a S5TRpathetic loaning and 
credit pohcy on the part of the banks. But it has been 
stated that an important argument adduced to justify the 
restricted facilities now offered by the banks to industry is 
that they have already loaned up to the limit of their capacity. 
Assuming that the banks adhere to the so-called " tradi- 
tional " ratio of cash to liabilities, this capacity to lend 
depends essentially on the amount of bank cash {i,e. legal 
2 G. D. H.^Cole in Everyman , 17.4.30. 
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tender currency togellier witli balances at the Bank of 
England) which is available for distribution among them. 

' The amount of bank cash, in turn, is conditioned by the 
credit policy of tlie central raonctan’ authorit}^ i.c. the Bank 
of England working in consultation with the Treasur}-. 
Hence, the question naturally arises : How arc the joint- 
stock banks to provide adequate financial assistance for 
industrial development unless the Central Bank makes 
available credit sripplies adequate to meet the requirements ? 

In this connection the following arguments from the 
Midland Bank Revira’ may he quoted with advantage, since 
they doubtless embody the opinions of Mr. McKenna, who, 
on the question of the restriction of credit facilities, has on 
numerous occasions led the criticism of our Central Bank : 
“ It is necessarj' to set aside the notion, all too widely and too 
simply accepted, that expansion of credit must inevitably 
produce inflation — that is, a rise in prices. So far from an 
expansion of credit always and necessarily producing a rise 
in prices, it may result in a fall, for it may facilitate a greater 
volume of production, at lower overhead costs. At least, the 
large credit supplies may verj’ well be used to finance greater 
production at a stable price level, or in the alternative they 
may lead initiall}’ to a slight rise in prices, which will be 
neutralised when the greater producth'it}'^ makes its ajjpear- 
ance. '\\diat are the conditions under which such a result — 
namety, the absence of an}^ material rise in prices — ^would be 
likely to occur ? 

"They would seem to be just those conditions which 
obtain in this country to-day — production well below 
capacity to produce, and a large unoccupied but potentially 
efficient labour force. It is essential . . . that credit and 
currency supplies shall be so arranged to meet the require- 
ments of industry’’ and commerce that industrial recovery 
will not be arrested by the lack of credit facilities as soon as 
increased production becomes effective. 

" Now, since an expansion of credit may take place mthout 
causing prices to rise, it follows that, even within the limits 
set by the gold standard, there exists a considerable margin 
for the free play of monetary policy, wth a view to main- 
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taining activity in industrj^ and trade. It is an obvious 
misconception to suppose that the one thing necessary to 
trade prosperity is constantly expanding credit supplies, for 
beyond a point, wliich it is not difficult to perceive, adffitional 
credit must push up prices and, if continued, must lead to the 
abandonment of the gold standard. 

At this stage credit expansion is inflation pure and simple. 
The main point is that in some conditions credit expansion 
may not be inflation at all. Finally, it must be remembered 
that a credit policy aimed at maintaining full business 
activity without a rise in prices is not a matter that legisla- 
tion can ensure, but depends on the financial statesmanship 
of the monetary authorities. All that legislation can do is 
to make the conditions less difficult for the exercise of 
financial statesmanship."' ^ 

In brief, the suggestion is that, if the Bank of England 
were vailing to permit an expansion of credit within legitimate 
bounds, the joint-stock banks would have increased supplies 
of bank cash at their disposal. Against this they could 
extend their credit facilities ; advances would increase, and 
so also would deposits. Increased purchasing power in the 
hands of the community would stimulate consumption and 
production without necessarily forcing up prices. At the 
same time, a greater margin for saving would be created, and 
as savings increased, the banks would have still greater 
resources from which to meet industrial requirements. 

Such suggestions are typical of the views of our most 
critical monetary group and involve some of the most acute 
points of recent controversy. But there does not seem to be 
any ground for the suggestion made in some quarters, that 
the Bank directorate is not as fully alive as other monetary 
authorities to th^ fact that an increase in the volume of 
credit can be achieved on non-inflationary lines and with 
little, if any, increase in the general price-level, provided 
the expansion of credit is not permitted to outrun the gro\vth 
of industrial production and the economic development of the 
community. Actually, there is every reason to beheve that 
the Bank itself would not be opposed to a moderate credit 

1 Midland Bank Review, Marcli, 1930* 
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expansion so long as it was satisfied " that the additional 
credit so created would be truly reproductive and would help, 
^by setting export industries on their feet, to strengthen 
our international balance of pa5Tnents. This is altogether 
different from creating credit for the purpose of road con- 
struction and other works of essentially relief character.” i 

On the other hand, there is every reason to suppose that 
the Bank authorities do not lose sight of the fact that the 
beneficial effects of an expansion of credit would be entircly 
and immediately negatived if it led to a rise in retail prices and 
in the cost of living, to an upward impulse of money wages and 
a renewal of the inevitable labour troubles which have so 
seriously marred the nation’s recent commercial histoiy. 
Hence,^ while it seems clear that the present level of real 
wages is higher than industry can properly bear, except at 
the cost of a large volume of unemployment, there are good 
grounds for the contention that a new wave of inflation, 
unless it were subject to some new measure of control of 
which monetary authorities have yet to prove themselves 
capable, would increase rather than ameliorate the nation’s 
present industrial troubles. 

The problem thus appears to centre on the question whether 
the Bank of England and the banks in co-operation can 
sufficiently increase the basis of credit without bringing about 
an immoderate rise in prices. On this point one suggestion 
presents itself. Banking technique has in the last fifty 
years so improved that the banks have found it possible to 
reduce markedly their traditional ratio of cash to deposits 
without detrimentally affecting their capacity to meet any 
demands which may arise. It seems likely that there is now 
room for a further advance in the same direction, especially 
as joint-stock banking in this country is so consolidated 
and popular opinion so impressed with the strength' of the 
banking fabric that any marked depletion of joint-stock bank 
cash reserves is an extremely remote possibility. Of one 
thing we may be certain. Action by the banks in the 
direction of wdening credit facilities could not fafl to meet 
with a large measure of approval and would go a long way 
Statist, on ** The City and Unemploymentj'* 18.1.30. 



LESSONS OF THE CONTROVERSY 265 

towards satisf3dng the demands of those who see in such 
quack remedies as the nationalisation of the banks the only 
cure for the nation’s present troubles. 


Whv not Two Monetary Policies — ^External and 
Internal ? 

Clearty, any deliberate expansion of bank credit by the 
Bank of England itself under present conditions would 
involve a radical departure from existing monetary policy. 
So far, that policy is largely conditioned by the inflow and 
outflow of gold, and any marked change therein would 
reall}?- mean the adoption of one'^line of policy in relation to 
the external exchanges and another line of pohcy in reference 
to internal conditions. It would mean that for internal 
purposes we should have what would be, m effect, a managed 
paper cuirency controlled without reference to our gold 
reserves and without immediate reference to the exchange 
position, and that we should utilise our gold holdings solely 
for the purpose of balancing our international payments. 
In other words, it would imply the regulation of the internal 
credit and currency structure independently of gold move- 
ments to and from the country ; or, as Mr. Keynes has put it, 
" that we should establish discriminating rates of interest 
for home purposes and for foreign purposes respectively.” 
In this way it might be possible to maintain the internal rate 
of interest at a level sufficientty low to make capital for new 
domestic enterprise available at attractive rates, while main- 
taining the rate for external purposes at a level sufficiently 
high to protect the national gold reserves. 

Nowadays many gold movements in and out of the Bank of 
England reserve have no reference whatsoever to the nation’s 
credit and currency position. A large addition to the 
Bank’s stocks of -the metal may represent the deposit for 
safe-keeping of part of a foreign Central Bank’s metallic 
reserves, while a large decrease may be due to the -withdrawal 
of part of the London balances of foreign banking institu- 
tions. Moreover, the inflow of, say, ;fi,ooo,ooo may cause 
an addition of some ^^5,000,000 or ^6,000,000 to the volume 
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of the nation's credit, %vhile an outflow of similar amount 
onay cause a like contraction. 

The suggestion, therefore, seems reasonable that move- 
ments of gold should not be allov/ed in tlic future to influence 
rates of interest in this country as radically as they have in 
the past, and so impose on an already burdened industrial 
machine extra difficulties in the fonn of restricted credit, 
fluctuating financial charges and marked uncertainty. The 
gold standard is unquestionabty the best means of currenc}^ 
control of which the world -has yet had experience, but it is 
necessaiy’ that it should not be allowed to get out of hand. 
A nation should be in a position effectively to regulate her 
chosen currency basis and should not have to submit to 
control by that basis, 'fhe gold standard should be the 
servant and not the master of the commercial machine, and 
monetan’ difficulties are likely to continue unless and until 
some more rational means of currenc}" regulation is achieved. 

Admittedly, the problem is one of extreme difficult}". Tiie 
elabonition of two distinct monetaiy^ policies — internal and 
external — is a matter which would probabh^ entail many 
years of experiment before it could be brought to anything 
like perfection. But it is quite ob\*iously not insuperable, 
and there is little doubt that the solution of our present 
monetaiy difficulties lies in some such direction. 

Our conclusion is, therefore, that any radical departure 
from the principles underlying our general policy with a view 
to increasing the basis of credit must be undesirable unless 
any 'marked rise in prices can be ob\dated and unless some 
plan is at the same time implemented for safeguarding the 
nation's international gold position and ensuring the stability 
of the foreign exchanges. But, subject to such safeguards, 
it is felt that the stimulus given to industiy^ by increasing 
the purchasing povrer in the hands of the community would 
not only directly encourage productive actmty but would 
also greatly facilitate re-organisation. Jloreover, recon- 
struction of industr}' must in itself stimulate demand by 
making possible a reduction in the costs of manufacture and 
consequently of prices, with beneficial effect on the export 
trades. The reduction of prices w^ould not only offset any 
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tendency lo inflation, provided credit expansion was kept 
within strict bounds, but would also, by increasing demand, 
give further impetus to all-round improvement through 
increasing the number of workers employed. It is sub- 
mitted, therefore, that, by an extension of credit facihties for 
aiding schemes of reconstniction, fostering new industries 
and stimulating demand, British banking can materially assist 
in the restoration of prosperity to the country at large. 

Closer contact and greater co-operation between the 
world's Central Banks would unquestionably smooth the 
path, and the recent estabhshment of the Bank for Inter- 
national Settlements seems pregnant with possibilities in this 
direction. As long ago as 1922, the International Economic 
Conference at Genoa resolved, among other things, that 
credit should be regulated " not only with a view to main- 
taining the currencies at par with one another, but ‘also with a 
view to preventing undue fluctuations in the purchasing 
power of gold." There is hope that the growing measure of 
co-operation between the leading Central Banks will ulti- 
mately achieve this regulation and so bring about considerable 
economies in the use of gold, \rith beneficial effects on price- 
levels and world conditions generally. Britain, especially, 
stands to gain immeasurably from such developments, not - 
only because of the particularly vulnerable nature of her 
position in the world's financial economy, but also because 
her industrial and commercial machine would be freed from 
its present- undoubted dependence on American monetary 
policy. The unbalanced and selfish accumulation of gold 
in the United States, out of all proportion to the needs of 
that country, is without doubt one of the bedrock causes of 
recent monetary disturbances. It constitutes a relentless 
grip around the throat of British industr}?”, and it is high time 
our leaders woke up to that fact. 

The Spirit of Britain still Lives. 

Although the story told in the foregoing pages has been a 
somewhat melancholy one, it has, of course, been our task 
to reveal what is wrong wdth British industry and to say little 
of what is right with it. Actually, our industry has made 
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a great deal of progress, and, as Professor Henry Clay lias 
pointed out,i it is only when the difficulties are realised 
that the post-War achievements of British industry can be 
appreciated. In the first place, this country has preserved 
a sense of responsibilitj’’ towards the rest of the world. It 
has not looked at evei^dhing from the standpoint of the 
narrowest national self-interest. It has co-operated in every 
effort to restore the W'orld to normal economic working. It 
led the way back to sound currencies and stable exchanges. 
It has made great sacrifices in order to settle the disturbing 
questions of inter-Allied Debts and Reparations. It has not 
followed the general fashion of erecting new and insuperable 
barriers to trade, and, having restored the gold standard, has 
not upset its working by taking a great part in the scramble 
for gold" or hoarding unnecessary gold when it has got it. 
British industry has shown remarkable adaptability and 
resilience in restoring hundreds of thousands of war-workers 
to normal peace-time emplo5ment. = 

" England is exceptional,” said Professor Clay, “ not in 
the depression of its textile and heavy industries, but only 
in the extent of its dependence on them. By comparison 
vith other countries we have not done so badly. Cotton is 
depressed; it has lost ground in world markets; but 
Lancashire still exports as great a value of cotton manu- 
factures as all the other cotton-manufacturing countries put 
together. Shipbuilding is depressed, wfith an unemplo3ment 
percentage that baffles local administrators of the ship- 
building areas, but it continues to do about half the tonnage 
of the whole world vnthout the aid of subsidies or other 
Government assistance. The coal industry has reduced its 
cost by more than a quarter in the last few years.’ Even 
more direct ewdence of the wtality of British industry is the 
grovffh of new industries. The rubber industry has grown 
out of recognition;, the electrical industries have developed 
enormously ; cement has been re-organised, and new 
industries have grown round artificial silk, stainless steel, 
asbestos and some non-ferrous metals. And the new 

* In an address to the Advertising Convention, House of Commons, 
o.I I.2S. 
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industries have an advantage over the older-established 
industries because they have the newest methods of organisa- 
tion ; they are not hampered by vested interests and obsolete 
traditions.” 

Such progress has been possible because Britain is still 
blessedvath a vastwealth of technical sldll amongher workers, 
considerable organising ability among her employers, and a 
degree of inventiveness, courage and resource which is un- 
equalled in the world, and which, if properly exploited, 
should without difficulty bring the nation once again into 
the path of prosperity. Mr. Churchill’s remarks ^ in 
November, 1928, are still true : " This small, overcrowded 
and over-burdened but still unconquered island has actually 
found in the last four years as many new jobs for British 
men and women as all the resources of State-aided emigration 
have been able to provide throughout the whole British 
Empire. Although our pre-eminence in exports is dechning, 
we still, nevertheless, export' twice as much per head of the 
population of manufactures as any other great country 
in the world. And apart from population we actually 
export more manufactures than any other country, however 
numerous, in the world. 

" The savings of our people are still steadily increasing, 
even in these hard times. The investing power of the nation 
both at home and abroad is still enormous and still increasing. 
Many of our leading industries are putting themselves in a 
far better position to meet the stress of modem competition. 
Our finances are sound. Our credit is unimpaired. The 
rehef for our basic industries which we have long planned is 
now rapidly coming into action. The period of pa5dng and 
accumulating a fund is nearly over. The period of aiding, 
and stimulating industry is at hand. 

" When we hear 'sometimes that in the modem world we 
shall be dwarfed and outclassed, let us in the end remember 
that we do not stand alone. Although we can see giants 
growing up all around us, the Commonwealth of Nations of 
the British Empire is actually and potentially the greatest, 

^ Reply to the Labour Amedament to the Address, House of Commons, 
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giant of all, and, by settling those vast and mighty lands 
'which owe allegiance to the Crovoi with the British race, 
^d by fostering the ties of Imperial commerce and mutual 
interdependence between the different parts of the Empire 
by ever3' approved method possible, we shall ensure a safe 
and honourable eminence in the world, however large’it may 
have grovTi.” 

Happily, the spirit of Britain stiU hves, and though it were 
foolish to minimise the seriousness of her present position, 
there is every reason to hope that her difficulties will be 
overcome as triumphantly to-day as they have been in the 
past. 
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^ ^ UXEMPLOYJIENT. 

Insured Persons Unc.mpi.oyed.* (Great Britain and North Ireland.) 
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APPENDIX II 

THE BANKERS* INDUSTRIAL DEVELOPMENT COMPANY 


The Company was registered as a private company on the 15th 
April, 1930, with a nominal capital of ^^6,000, 000 in 45 A " 
Ordinary shares of £100,000 each and 15 ‘‘ B " Ordinary shares of 
£100,000 each. The following is a list of the shareholders as on 
i6th April, 1930. 


^'A'' ORDINARY SHARES. 

Barclays Bank, Ltd,, 54 Lombard-street, E.C.3, bankers. 

Baring Brothers & Co., Ltd., 8 Bishopsgate, E.C.2, bankers. 

A. P. Brandt and H. B. Brandt, 36 Fenchurch-street, E.C.3, 
merchant bankers. (Messrs, Brandt are partners in Wm. 
Brandt, Sons & Co.) 

E. Clifton-Brown, Founder's-court, E.C., merchant banker, 
(Mr, Brown is partner in Brown, Shipley & Co.) 

N. L. Campbell, Director, Helbert Wagg & Co., Ltd. 

District Bank, Ltd., 17 Spring-gardens, Manchester, bankers, 

Erlangers, Ltd.. 4 Moorgate, E.C.2, bankers. 

G. Farrer, 16 Bishopsgate, E.C., banker. (Mr. Fairer is partner 
in H. S. Lefevre & Co.) 

Robt. Fleming & Co., 8 Crosby-square, E.C., bankers. 

Glyn, Mills & Co., 67 Lombard-street, E.C., bankers. 

Grace Brothers & Co., Ltd., 147 Leadenhall-street, E.C., mer- 
chant bankers. 

Guinness, Mahon & Co., 53 Comhiil, E.C.3, bankers. 

Hambros Bank, Ltd., 41 Bishopsgate, E.C., bankers. 

Higginson & Co., 80 Lombard-street, E.C.3, merchant bankers. 

Kleinwort, Sons & Co., 20 Fenchurch-street, E.C.3, bankers. 

Lazard Brothers & Co., Ltd., ii Old Broad-street, E.C.2, 
merchant bankers. 

Lloyds Bank, Ltd., 71 Lombard-street, E.C., bankers. 

Martins Bank, Ltd., Poultry, E.C.2, bankers. 

Midland Bank, Ltd., Poultry, E.C.2, bankers. 

Sa^iuel Montagu & Co., 114 Old Broad-street, E.C., bankers. 

Morgan Grenfell & Co., 23 Great Winchester-street, E.C., 
merchant bankers. 

I\I. Samuel & Co., Ltd., Shell House, 25-27 Bishopsgate; E.C., 
merchant bankers. 
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National Provincial Bank, Ltd., 15 Bishopsgatc, E.C.2, 
' •' bankers. 

North of Scotl.and Bank, Ltd., Aberdeen, bankers. 

Robt. Benson & Co., Ltd., 24 Old Broad-slreet, E.C., merchant 
bankers. 

L. N. DE Rothschild and A. G. de Rothschild, New-court, 
St. Srvithin's-lane, E.C., bankers. (Messrs. Rotlischild arc 
tlie two partners of N. Jtl. Rothschild and Sons.) 

Royal Bank of Scotland, Edinburgh, bankers. 

J. Henry Schroder & Co., 145 Leadenhall-strect, E.C., bankers. 
Seligman Brothers, Ltd., iS Austin Friars, E.C., bankers. 

S. JAPHET & Co., Ltd., 60 London-wall, E.C., merchant bankers. 
Stern Brothers, 6 Angel-court, E.C.2, merchant bankers. 
British Linen Bank, Edinburgh, bankers. 

British O^tirseas Bank, Ltd., 33 Graccchurch-street, E.C., 
bankers. 

British Shareholders Trust, Ltd., 3 Lombard-street, E.C. 
Central Miihng and Investment Corporation, Ltd., i 
London-Wall-Buildings, E.C. 

Clydesdale Bank, Ltd., Glasgow, bankers. 

Commercial Bank of Scotland, Ltd., 14 George-street, 
Edinburgh. 

The Governor and Company of the Bank of Scotland, 
Edinburgh. 

Manchester and County Bank, Ltd., 55 King-street, Man- 
chester. 

Nation.al Bank, Ltd., 13 Old Broad-street, E.C. 

National Bank of Scotland, Ltd., 42 St. Andrew ’s-square, 
Edinburgh. 

Union Bank of Manchester, Ltd., 17 York-street, Jlan- 
chester. 

Union Bank of Scotl.and, Ltd., no St. Vincent-street, Glasgow. 
Westminster Bank, Ltd., 41 Lothbuiqg E.C.2. 

Williams Deacon’s Bank, Ltd., Jloslej'-street, Manchester. 

(All the above are allotted one share each.) 

"B” ordinary shares. 

Securities klANAGEMENT Trust, Ltd., 5 London- Wall-Buildings, 
E.C.2, financial and industrial ad\dsers, 14. 

Rt. Hon. Montagu Collet Norm.an, Governor of the Bank of 
England, i. 

\Yhe.n the Company, was registered on 15th April, 1030, 
it was stated that the list of " A ” shareholders would include 
ever}'’ home bank and financial house of first-rate importance. 
This claim is substantiated by the foregoing list, which 
indicates the degree of financial co-operation emanating from the 
" City " for the assistance of British industry. The names of the 
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holders of the 45 " A ” shares include twenty “ joint-stock " banks 
(eleven English, eight Scottish, and one Anglo-Irish the National 
Bank) and twenty-five financial houses of various types. These 
might be roughly classified — though no classification can be 
regarded as fuUy satisfactory — as fourteen issuing houses, seven 
accepting houses or merchant bankers, three investment houses, 
and one mining finance house. 

No insurance companies are included, but within the range 
selected it is difiicult to think of any financial house of first-rate 
standing which does not figure in the list. 

DIRECTORS OF THE COMPANY 
(as on 26th April, 1930). 

Rt. Hon. Montagu >C. Norman, Thorpe Lodge, Campden-hill, 
W.8, Chairman (Governor of the Bank of England) ; 

Baron Rudolph Bruno Schroder, 35 Park-street, W.i; 

Sir Wm. G. Granet, G.B.E., Sloane House, Church-street, 
Chelsea, S.W.3 (also alternate for Rt. Hon. M. C. Norman) ; 
A. R. Wagg, 5 The Manor, Davies-street, W.i (Chairman of 
Helbert Wagg & Co., Ltd.) ; 

E. R. Peacock, 9 Connaught-place, W.2 (Managing Director of 
Baring Bros. & Co., Ltd.) ; 

C. B. Gardner, Burton House, Stafford (Manager of Securities 
Management Trust, Ltd.), 

ALTERNATE DIRECTORS. 

A. S. Pam, Wormley Bury, Broxboimie, Herts (Director, Hydro- 
Electric Securities Corporation, Ltd.), alternate for Baron 
Schroder ; 

N, L. Campbell, Woodrow High House, Amersham, Bucks 
(Director, Helbert Wagg and Co., Ltd.), alternate for A. R. 
Wagg; 

M. W. Keefer, i Campden-hill, W.8 (Director, Anglo-Foreign 
Securities Corporation, Ltd.), alternate for E. R. Peacock. 



APPENDIX III 

The follomng aro details of the facilities afforded by the 
, 5*^^'^itiiral Mortgage Corporation, as set forth in leaflets issued 
by the Corporation and here reproduced by courtesy of its direc- 
tors. 

(I) 

AGRICULTURAL CREDITS ACT, 1928 (PART I). 
Long-Term Loans. 

The Agricultural Mortgage Corporation, Limited, formed under 
the provisions of the Agricultural Credits Act, 192S, is now 
prepared to consider applications for long-term loans 

(а) against mortgages of agricultural land, and 

(б) m rc,spect of major improvements to agricultural land and 

buildings. ; 


A. 


Mortg.ages of Agricultural Land. 

Period and rate of Loans for periods not e.xceedim? 

60 years are repayable by equal half-yearly instalments of 
pnncipal and interest combined. 

per ^100 half-3’early pa3TOent will be £2 15s. 

This pai^ment will cover interest, repa3ment of loan and all 

charges (other than cost of valuation and Stamp Duty on the 
mortgage). ^ 1 nv. 

If a loan were desired for a shorter period, the half-3-earlv 
pa3'ment would be adjusted accordingly : for instance— 

50 years— £2 17s. grf. per £100 half-3'earlv. 

40 „ £3 os. xid. 

30 „ £3 ys. xid. 

20 „ £^ 3s. gd. 

Valuation.— Loans may not e.xceed two-thirds of the value of 
the mortgagi^ pre^erty as certified by the Corporation’s valuer. 

C/iarges. ^No charges will be made in connection with an 
SSlortJag? valuation and the Stamp Duty 

AppfSrp™ AA ^ shareholding Bank on 
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B. 

Improvements. 

Loans will be made to owners for the purposes of the Land 
Improvement Acts (see note at foot). 

Period and rate of annuity. — ^The maximum statutory period is 
40 years, but the period in any given case will be fixed by the 
Corporation withm the period approved by the Ministry. 

For a ^o-yeBX loan the half-yearly payment will be per £100, 
whilst for loans for shorter periods the half-yearly payment will 
be adjusted accordingly. 

Conditions. — ^Loans must be approved by the Ministry, which, 
in most cases, is bound by Statute to satisfy itself that the pro- 
posed improvements will effect a permanent increase in the yearly 
value of the land in excess of the yearly amount to be charged 
thereon. 

It should be particularly noted that the Ministry has no power 
to create Improvement Charges to cover the cost of an}^ work 
commenced before its approval has been given to the plans and 
specifications. 

Charges. — ^No charges \vill^be made by the Corporation in 
connection with the application, ''but the applicant will have to pay 
the relative incident^ charges of the Ministry. The amount of 
these charges is not large and can, if desired, be included in the 
advance. 

Applications must be made through a shareholding Bank on 
Application Form “ B."' 

The terms of this Leaflet are subject to modification from time 

to time. 

Note. — Intending borrowers are advised to consult the Manager of one of 
the branches of a shareholding Bank, who will be glad to supply forms 
of application, and any further information desired. 

The undermentioned Banks are the shareholders of the Agricultural 
Mortgage Corporation, Limited : Bank of England, Barclays Bank 
Ltd., District Bank Ltd., Glyn Mills & Co., Lloyds Bank Ltd., 
Martins Bank Ltd., National Provincial Bank Ltd., Westminster 
Bank Ltd., Williams Deacon's Bank Ltd., the Manchester and 
County Bank Ltd. 

The purposes for which loans may be granted by the Corporation 
under the Improvement of Land Acts are as follows : 

1. Drainage, including the straightening, -svidening or deepening of 

drains, streams and water*courses. 

2. Irrigation; warping; reclamation. 

3. Embanking or weiring from a river or lake, or from the sea or a tidal 

water. 

4. The erection of groynes, sea-walls and defences against water. 

5. Inclosing; straightening of fences; re-division of fields. 

6. Clearing; trenching; planting. ^ 

7. The provision of cottages or small dwellings, either by means of 

building new buildings or by means of reconstruction, enlargement 

or improvement of existing buildings. > 
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S. The erection of farm-houbcs ofhccs and outbuildings and other 
buildings for farm purposes. , 

The erection of saw-mills, scutch-mills, and other mills, watcr-wJiccls, 
engine-houses and hilns, vrhich will increase the value of the land 
for agricultural purposes, or as v/oodland or otherwise. 

10. Boring for water and other prclimiuar}' worhs in connection there- 

with. 

11. The construction of reservoirs, tanhs, conduits, water-courses, pipes, 

AYclls, ponds, shafts, dams, weirs, sluices and other works and 
machinery’’ for supply and distribution of water for agricultural 
purposes. 

12. The erection of jetties, piers and landing-places on rivers, lakes, the 

sea, or tidal waters for facilitating transport of persons, and of 
agricultural stock and produce, and of manure and other things 
required for agricultural puq:>oscs. 

13. The construction of markets and market-places. 

14. The malcing of fann roads. ^ ^ 

15. The provirion of drains, pipes, and machinerj^ for supply and distri- 

bution of sewage as manure. 

16. Restoration or reconstruction of farm buildings damaged ordcslroyed 

by dr>*-rot. 

17. Structural additions to or alterations in farm buildings reasonably 

required, whether the buildings arc intended to be let or not, or arc 
already let. 

Tht Agricv.?,vral Corporation Limited, 

Sterte House, Bishopsgate, E,C.2. 

Januaty 


(ii) 

AGRICULTURAL CREDITS ACT, 192S {PART I). 

Long-Term Loans on IMortgage. 


Improvement Loans. 


(Jifcsh'en. 

I. How can loans be ob- 
tained ? 


2. Against what security 
can loans bo granted ? 


3. For what periods can 
loans be granted ? 


4. How much can be ad- 
vanced on loan? 


An suer. 

All branches of the Shareholding Banks wdll be 
glad to supply information and forms of 
application for loans. (The names of the 
Shareholding Banks are printed on the 
leaflet.) 

{a) Long-term loans against mortgages of 
agricultural land. 

[b] Improvement loans against rent charges 
forming a first charge on the lands 
improved. 

(а) Loans on Mortgage for periods not exceed- 

ing 60 years. 

(б) Jinprovcmcnt Loans ,for periods up to 40 

y<^rs, subject to the approval of the 
iMinistiy' of Agriculture and Fisheries. 

(a) For Loans on Mortgage not exceeding two- 

thirds of the valuation of the land by 
the Corporation's own Valuer. 

(b) For Improvement Loans the w’hole amount 

expended, pro\nded the requirements of 
the Ministry of Agriculture and Fineries 
are satisfied. 
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5. Would a valuation be 

essential ? 

6. Who \vill make the 

valuation ? 

7. What would be the half- 

yearly charge per 
cent, to cover in- 
terest and repayment 
of a loan on mort- 
gage? 


8. What would be the half- 

yearly charge per 
cent, to CO ver interest 
and repajnnent of an 
Improvement Loan? 

9. What does the half- 

yearly payment in- 
clude ? 

10. What payment has the 

borrower to make at 
the outset ? 


II, Can all or part of a 
loan be repaid at any 
time? 


12. How will the borrower 

know how much of 
his instalment goes in 
reduction of loan and 
how much in payment 
of interest ? 

13. How can the borrower 

recover Income Tax 
paid on the interest 
portion of the half- 
yearly instalment ? 


The Corporation is bound to have its own 
certified valuation made at the time the 
advance is made. 

Local Valuers appointed by the Corporation 
\vill make valuations in their respective 
districts. 

Loans on Mortgage per £100 half-yearly, 

60 yrs. 15 o payable each half-year. 

50 » ^2 17 3 

4 ® ^ f* *» ** 

30 „ Iz 7 II 

20 ,,^4 3 9 

10 „ £6 13 8 

are the rates at present in force. 

Improvement Loans per £100 half-yearly, 

40 yrs. ^300 payable each half-year. 

30 » £Z 6 6| 

. 20 „ £^ I 4j 

" 10 £6 9 

are the rates at present in force. 

Interest on the loan, repayment of the amount 
borrowed in the number of years arranged, 
and the Corporation's legal and other 
expenses. 

Cost of valuation, which has to be paid 
whether a loan is granted or not, and the 
stamp on the mortgage (25. 6d, for each 
£100 of loan). Scale of Valuation Fees to 
be paid by the borrower is : — 

14s. per ;^ioo on first £1^000 valued. 
ys, „ „ next ^9,000 valued. 

35. 6d, ,, ,, the remainder, 

plus travelling and other out-of-pocket ex- 
penses of the Valuers. 

Though the borrower will not be entitled to 
repay otherwise than by means of the half- 
yearly instalments arranged, the Corpora- 
tion will always be glad to consider earlier 
repayment on terms to be arranged, having, 
regard to the general circumstances of the 
Corporation’s finance at the time. 

The Corporation will issue a statement each 
year showing the reduction in the loan and 
the amount of interest paid. 


The statement referred to above will serve as a 
voucher for the recovery of Income Tax, and 
a special arrangement has been made with 
the Inland Revenue under which the Cor- 
poration will furnish a return to the local 
Inspector of Taxes showung the interest paid 
by each individual borro\Yer. The appro- 
priate relief in respect of this interest will be 
allowed in the current assessment. 


The Agricultural Mortgage Cprporafio7t, Limited, 
Stone House, Bishopsgate, £.C.2. 
Tebruary 1929 
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